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HIGHLIGHTS OF AN ACTIVE YEAR— 


A summary of the annual report for 1945 of 


THE DETROIT EDISON CO. 


THE YEAR’S GROSS EARNINGS 


From the Sale of Electricity, Steam, Gas and Water 00 0 0$05,177,152 
(Amount reflects reduction of $6,000,000 refund to electric customers for 
1945. Our rate litigation is ended, and $16,450,000 in impounded funds 
is being refunded to electric customers for 1944 and 1945, as ordered by 
the Michigan Public Service Commission and the Court.) 


From Interest, Rentals, etc 
$85,817,528 


THE YEAR’S EXPENSES AND APPROPRIATIONS 


TO GIVE SERVICE TO 825,000 UTILITY CUSTOMERS 


EMPLOYES 


Operating Payrolls $22,325,073 
Average Number of Operating Employes—6,390 

Deposits with Trustee for Emoloye Pensions 2,432,000 
The Year’s Appropriations for Past and Future Service Benefits 


Social Security Taxes 423,950 


Company Payments Toward Federal Pensions and Unemployment Insurance 


Insurance 240,450 
Portion of Employes’ Insurance Paid by the Company 
$25,421,473 


OTHER OPERATION AND MAINTENANCE EXPENSES 


Cost of Fuel $15,097,976 
2,810,764 Tons of Coal and Equivalent Gas 


Other Materials, Supplies and Expenses 7,944,065 
A Multiplicity of Things Needed to Run the System 

For Future Retirements of Property 9,330,000 
Wear and Tear and Obsolescence of Properties 


Miscellaneous 415,227 


Losses, Uncollectible Accounts, Write-offs of Intangibles, etc. 


Set Aside for Postwar Adjustments 2,681,500 


Postwar Uncertainties 


REQUIRED FOR THE GOVERNMENT 


State, Local and Miscellaneous Taxes (Excluding $423,950 
Social Security Taxes) $ 7,914,945 
Mostly Real Estate and Personal Property Taxes 


Federal Income Taxes 3,599,000 
Represents Estimated Income Tax Liability for the Year 
$11,513,945 


FOR BONDHOLDERS 


Interest on Mortgage Bonds............. Dip ot ene Ad Reda ae eee «++-$ 4,685,000 
$115,000,000 Outstanding at Year End 


Portion of Cost of $1,084,849 to Redeem $19,000,000 Series F Bonds.... 797,000 
That Portion of Net Redemption Expense Which Equals the Reduction in 
Federal Taxes on Income Attributable to Such Cost 


FOR STOCKHOLDERS 


Net Income Available for Dividends and Earned Surplus ($1.25 
per Share) $ 7,931,342 
Dividends of $1.20 per Share Paid ($7,633,560) for Use of Stockholders’ 


THE DETROIT EDISON co. 


This advertisement is published for the general information of the public, and is not intended 
to induce, or for use in connection with, any sale or purchase of any securities of the Company. 


$35,468,768 


$ 5,482,000 


$85,817,528 





BANK TOURS FOR NEW BUSINESS 


And to Acquaint Influential People with Trust. Protection 


Editorial 


S trust institutions pick up the slack in 
their promotion programs and person- 
nel difficulties are readjusted, a promising 
field lies ahead for profitable development of 
trust services. But new techniques are need- 
ed to arouse interest of the layman, and bet- 
ter understanding by the professional: law- 
yers, estate planning underwriters, accoun- 
tants, newspapermen, educators. 


The customary tools of newspaper adver- 
tising and direct mail continue to be essen- 
tial parts for any progressive financial in- 
stitution — as much as for industrial con- 
cerns. But after all these years of telling 
the trust story the proportion of estates in 
which corporate fiduciaries are named is far 
too low. Some fault lies in the spasmodic ef- 
forts of most advertising programs, some 
with the unappealing nature of the copy, 
but even banks which have done an excellent 
job here (as well as in their performance) 
have only scratched the surface. 


What is that “something” needed to 
break down the procrastination or indiffer- 
ence of prospects, the hesitation or misun- 
derstanding of allied groups? Is it not large- 
ly the “intangible” nature of what the fidu- 
ciary has to sell? Not subject to feeling, 
sight or even smell, it must rely on hearsay 
unless a way is found to visualize the work, 
the various protections, the special knowl- 
edge which goes into the care of property 
and beneficiaries today. 


The fiduciary cannot use a showcase to 
demonstrate the working of a planned ver- 
sus an unplanned estate, or to show a con- 
tented life tenant or to dramatize the Dan- 
gers of an Inexperienced Trustee. But it 
has, right in its own department, a moving 
and human mechanism through which may 
be traced the components of modern finan- 
cial protection. It is far more impressive to 
see the mill grinding the grain than to read 
about it. 


A lead has been set — very successfully 
— by the Lincoln Rochester Trust Company, 
where, before the war, two evening tours 


were conducted for their directors. The of- 
fice was closed early the day of the tour, and 
resumed operations when the directors and 
officers had finished a dinner at which the 
tour was previewed. Directors afterwards 
agreed that they had a far better notion 
and appreciation of the value and meaning 
of trust services. New appointments fol- 
lowed, both theirs and many of their 
friends. The staff felt a new pride in their 
work; a more sympathetic and interested 
cooperation with management developed. 


In Oklahoma City, the First National 
Bank & Trust Company also staged a bank 
tour for special groups of customers and 
citizens. Such tours, of course, are not feas- 
ible for great numbers, but seem especially 
effective for groups who have a natural or 
allied interest in the work of a bank or trust 
department. Press relations could be consid- 
erably improved if the local financial jour- 
nalists were given this Behind the Scenes 
view. The same is true of attorney and life 
underwriter relations. Such a tour might be 
a welcome feature in the season’s program 
of the Bar Association or the Life Insurance 
& Trust Council and similar organizations. 


A fundamentally valuable job could be 
done with educators and their college or 
high school classes in banking, law, econom- 
ics, accounting — even architecture and 
journalism. For it is often far more im- 
portant to provide an atmosphere conducive 
to understanding and the practical realities 
of business than it is to provide the know- 
how of a particular operation. The object is 
not to train the “tourist” as a trust opera- 
tive but to let him get the feel of the place 
— What do these figures mean on the bal- 
ance sheet? What part of the estate right in 
front of him goes in taxes? Do only rich 
people need this service? Why can’t the trus- 
tee give all the money to the family now? 
These and other questions come up natur- 
ally, or are anticipated by the department 
heads, under a well-planned Tour, in which 
case histories (real but unidentified) are 
traced through from the blue-print to the 
maintenance of a financially secure family. 
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STILL EVADING INFLATION CONTROL 


UBLIC recognition that our major prob- 

lem is inflation, not deflation, has been 
emerging during the past two months. How- 
ever, the need for a comprehensive program 
to deal with the causes of this inflation is 
still not fully recognized. A good part of the 
public discussion is centered upon the con- 
tinuation of price control as the chief bar- 
rier to an inflationary price increase. More- 
over, while it is recognized that our imme- 
diate problem is inflation, more and more is 
being heard about the need for preventing 
deflation two or three years from now. 

It is insisted that consumer purchasing 
power must be increased by raising wages 
at this time in order to make sure that there 
will not be a deficiency in purchasing power 
several years from now. This is a poor basis 
upon which to predicate public action — 
particularly in light of the record of official 
forecasting during the past six months. Se- 
rious errors in judgment have been made 
concerning the volume of unemployment and 
the consumer purchasing power that were 
anticipated for the period immediately fol- 
lowing VJ Day. If we had adopted the in- 
flationary policies recommended to combat 
this non-existent depression, the current 


situation would have been seriously aggra- 


LOOKS LIKE 
SHE'S REALLY 


vated. Similar errors in judgment concern- 
ing the outlook for food prices have been 
evident in the changing policies announced 
for food subsidies and price decontrol. In 
light of this record, it certainly would seem 
undesirable that highly debatable actions 
should be taken now to prevent the develop- 
ment of some future emergency conjured 
up by the same people whose mistaken esti- 
mates have contributed to the confusion in 
wage-price policy the past few months. 


Even if their analysis is accurate and eco- 
nomic activity does decline after the present 
backlog of demand has been satisfied, it does 
not follow that the way to correct that fu- 
ture situation is to increase the volume of 
purchasing power now. A further expansion 
in consumer purchasing power without a 
corresponding increase in production at this 
time can only act to accentuate the infla- 
tionary pressures. It would seem more logi- 
cal to hold down purchasing power at this 
time and to provide for an increase when 
the anticipated deficiency develops. Policies 
designed to correct anticipated maladjust- 
ments several years from now cannot be 
considered in a vacuum. Serious considera- 
tion must be given to their effect upon the 
economy immediately. Attention must be 
given, of course, to these longer run develop- 
ments. But the urgent current problem is to 
keep the present inflationary pressures with- 
in some limits. 


E must develop an integrated, bal- 

anced program, directed toward hold- 
ing all inflationary forces in check. Such a 
program cannot rest simply upon the belief 
that the Office of Price Administration in 
its present or revised form can hold the 
rising wage-cost-price spiral in check. Price 
control deals largely with results, not with 
the causes of the present inflation. The 
causes of this inflation are found in the tre- 
mendous increase in money supply, and the 
enormous liquid assets of busines and in- 
dividuals resulting from our large wartime 
deficits. Price control of a limited nature 
has a role to play in this program but it is 
not and cannot be the major weapon against 
inflation. 


National action, therefore, must be cen- 
tered upon measures designed to prevent a 
further expansion in the monetary factors 
currently at work. This means that we must 
avoid actions which will expand consumer 





purchasing power excessively and we must 
bring to a halt all forms of deficit financing. 
What is required is the conversion of the 
federal deficit into a budgetary surplus. If 
such a surplus cannot be developed in a pe- 
riod of high business activity, then during 
periods of lesser activity we shall be faced 
with high taxes and large budget deficits. 
The only way to accomplish this objective at 
this time is to curtail the level of expendi- 
tures by all government units and, except 
where absolutely necessary, to refrain from 
making new appropriations. Such develop- 
ments as large scale public works and large 
increases in subsidies must be prevented. 
Unfortunately, we are developing a na- 
tional psychology that price increases are 
bad and that they must be prevented wher- 
ever possible by additional subsidy pay- 
ments. In connection with the rise in meat 
prices required to compensate the packing 
companies for the 16 cents an hour wage in- 
crease approved by the Meat Fact Finding 
Panel, Mr. Bowles publicly announced his 
regret that the time element had made it im- 
possible to finance these wage increases by 
increased subsidies. Similarly, Housing Ex- 
pediter Wyatt recommended a subsidy pro- 
gram of $600,000,000 for building materials 
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rather than a rise in price to a level where 
it would be profitable to produce them. Pro- 
grams such as these can only act to acceler- 
ate the inflationary pressure by expanding 
the monetary supply which already is too 
large and by making it impossible to balance 
the budget. 

Firm action is also required to limit in- 
ventory speculation, to facilitate greater 
productivity so that lower unit costs can be 
achieved, and to prevent a further easing 
of credit such as has been proposed for the 
purchase of new homes. The latter program 
will add to the inflation by further increas- 
ing the volume of credit. For similar rea- 
sons, control over installment credit must be 
continued until the present backlog of effec- 
tive demand is substantially met. 

It is frequently suggested that the best 
antidote to inflation is a large volume of 
production. But increases in production are 
only part of the story. Production gener- 
ates purchasing power which is used to buy 
that ouput. New production does not vali- 
date past savings arising from deficit financ- 
ing. Moreover, current output will still be 
exceeded by available purchasing power if 
we continue to have unbalanced budgets. 
The combination of high production with 
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the program previously outlined will help to 
hold inflationary price rises in check. Pro- 
duction alone will not do it. Monetary or 
fiscal policy alone will not do it. Only a com- 


HOUSING PROGRAM 


N the decade before the war, new hous- 

ing construction was at a rate far below 
that in the Twenties and a progressively 
increasing deficiency between requirements 
and new housing units developed. During 
the war, new residential building came to a 
virtual halt except in war industry areas. 
In the meantime, the population has con- 
tinued to increase and there has been the 
usual wartime acceleration of marriages and 
births. Now with the demobilization of the 
Armed Forces and the return to their home 
towns of many war workers, the housing 
situation has become more acute. 

Wilson Wyatt, Federal Housing Expedi- 
ter, proposes to fill this gap by a comprehen- 
sive program designed to start construction 
on 2,700,000 units by the end of 1947. Some 
idea of the magnitude of this objective may 
be obtained by measuring it against the 
peak year of 1925 when 937,000 new housing 
units were built. To achieve his goal, Mr. 
Wyatt proposes a tripling of the labor force, 
payment of $600,000,000 in subsidies to 
stimulate the production of building mate- 
rials, fixing the prices of new and old homes, 
relaxation of credit terms to permit mort- 
gages up to 90% of current value of the 
home, and the stimulation of large scale 
prefabrication of homes. 

It may be questioned whether the pro- 
posed program is the best way to do the job. 
It is inconsistent, for example, to recom- 
mend easier credit terms in the purchase 
of homes as one way to redress the present 
unbalance between supply and demand. To 





IN THE 


NATION’S CAPITAL 


SINCE 1889 


American 


Security 
& Trust Co. 


MEMBER FEDERAL DEPOSIT INSURANCE CORP. . . FEDERAL RESERVE SYSTEM 


TRUSTS and ESTATES—March 1946 


prehensive program which attacks the prob- 
lem on all fronts can have some hope of 
success. Such a program is not yet evident 
in Washington. JULES BACKMAN 


the extent that it is made easier to buy a 
home, the demand will be increased without 
having any effect upon the volume of new 
houses. The fact that these loans would be 
made on the basis of current costs would 
accentuate the pressure for higher prices. 
Similarly, with the demand so urgent, why 
must the government — that is the tax- 
payer — subsidize the purchasers of these 
new homes to the extent of $600,000,000 or 
more? While there undoubtedly will be some 
people in need of this subsidy, it seems cer- 
tain that many of the buyers will have ade- 
quate funds — representing wartime sav- 
ings in many cases — to pay the full cost of 
the home they desire. To the extent that the 
budget is not balanced, such subsidies will 
increase the inflationary pressure and thus 
aggravate the very condition they are sup- 
posed to correct. The net result can only be 
to hold up the tax load for the rest of us or 
to raise our cost of living. At the same time, 
if the cost of homes is held down by these 
subsidies, it will also contribute to a con- 
tinuation of the present unbalance between 
supply and demand. 

Price fixing for new homes will serve to 
hold down new construction. Already many 
builders have found that it has been impos- 
sible to estimate costs correctly under the 
turbulent conditions of the transition pe- 
riod. The danger of losses under fixed prices 
will act to discourage risk taking on the 
part of builders — and that is an essential 
prerequisite for new building. 

One aspect of Mr. Wyatt’s program, how- 
ever, is to be highly commended, namely the 
emphasis upon prefabrication. The building 
industry has been one of the major excep- 
tions to the trend toward mass production. 
Homes built singly or in small groups in- 
evitably cost more than if they could be 
built under conditions of mass production. 
Organized labor has been bitterly opposed 
to prefabrication because of the reduction 
in the number of “on the site” jobs. Major 
progress toward a modernization of the 
building industry would do more to hold 
down and reduce the prices of homes than 
ail of the other controls combined — and 
with no cost to the taxpayer and a minimum 
of government controls. 





INTEREST AND INFLATION 


66 HE continued decline in interest 

rates, from levels during recent 
years already around all-time lows, has ef- 
fects upon the national economy and the 
lives of millions of people too serious to be 
ignored. It is raising the cost of life insur- 
ance and reducing the income of savings 
depositors, trust beneficiaries, and religious, 
charitable and educational institutions. In- 
surance policyholders and investors are pen- 
alized both by lower yields on new invest- 
ments, and by successive refinancing of old 
holdings at reduced rates.”—February Eco- 
nomic Bulletin of National City Bank of 
New York. 


The decline in interest rates has persisted 
during the war period and has continued at 
an accelerated rate since the last war loan in 
December. The result has been a sharp in- 
crease in prices of government bonds and 
the refunding of bonds with coupons up to 
5% into securities yielding 2%% or less. As 
the National City Bank points out, one 
major effect of these developments is to re- 
duce the income of estate beneficiaries and 
those with deposits in savings institutions. 
While the value of the securities held by es- 
tates has increased at the same time that 
yields have decreased, this does not help the 
beneficiary who cannot use the principal. 


Chairman Eccles of the Federal Reserve 
Board recently pointed out that: “The re- 
sultant pressure of an increasing money 
supply and of lower interest rates is bound 
to have a further inflationary effect upon all 
capital assets and to increase the difficulty 
of holding down the cost of living.” Mr. 
Eccles called for a stabilization of the rate 
of return on investments, an objective with 
which many a harassed trust officer or bene- 
ficiary would readily concur. 


It is clear that declining interest rates 
are a contributing factor in the inflation in 
capital values now taking place throughout 
the economy. Lower interest rates mean that 
a given volume of earnings will be worth 
more. For example, a firm earning $1 mil- 
lion and capitalized at 5% has a value of 
$20 million, whereas the same firm capital- 
ized at 3% would have a value of about $33 
million. Thus, the combination of declining 
ini2rest rates and government deposits has 
accelerated the inflationary spiral. A stabili- 
zation of interest rates, together with a 
balanced budget, represents an indispensable 
element in the battle against inflation. 
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POST-WAR SAVINGS 


AND 


INVESTMENTS 


By LAURENCE H. SLOAN 


Vice-President 
Standard & Poor’s Corp. 


“The risks and possibilities of each type of 
savings provision are estimated. In non- 
technical language, with the aid of simple 
statistics and charts, the book considers the 
place of common and preferred stocks in ari 
average savings program, government bond 
yields compared to yields obtained from 
other classes of fixed income producing 
securities, corporation and municipal bonds, 
real estate and real estate bonds and mort- 
gages, checking accounts, savings deposits, 
and life insurance.” Banking, (A.B.A. 
Journal). 


“The book is short, easy to read and covers 
the essential aspects of one’s financial pro- 
gram.”—Herbert V. Prochnow, Asst. Vice 
President, First National Bank of Ss 

1.75 


INVESTMENT TIMING 
BY FORMULA PLANS 


Today’s Approach To Investment Programs 
By H. G. CARPENTER 


Capitalizing on the use of Formula Plans, 
many investment managers who have found 
successful forecasting difficult if not impos- 
sible, still have been able to profit from 
fluctuations—even though they cannot pre- 
dict their direction or extent. That Formula 
Plans have proved successful is indicated 
by the steady growth of their use. In his 
book Mr. Carpenter shows how to time in- 
vestment programs using this method. Ex- 
haustive tables, including 12-year operation 
schedules, convincingly demonstrate how 
timing failures can be practically eliminated. 


$2.00 


— — — At All Bookstores, or — — — 


Tear out this advertisement, write your name, 
address and business connection in the margin. 
Mail it to HARPER & BROS., 49 E. 33rd St., 
New York 16, N. Y. Within 5 days remit cost of 
book(s) or return. 





266 


TRUSTS and ESTATES—March 1946 


GOVERNMENT CONTROL BARRIERS TO PRODUCTION 


GREATER volume of production is fre- 

quently referred to as the means of 
curing our major problems during the next 
few years. In greater production lies the 
hope for preventing the development of 
large scale unemployment. Greater produc- 
tion is cited as the major barrier to infla- 
tionary price rises. Greater production is 
required to raise standards of living. Great- 
er production will make possible wage in- 
creases without seriously impairing profits. 
Greater production will yield the incomes 
which in turn will be the basis for the tax 
yields required to balance the budget. With 
the primary importance of production clear- 
ly established, it follows that every barrier 
to larger production should be promptly re- 
moved. 


Soon after VJ Day, many of the restric- 
tions upon civilian production were removed 
by the WPB and other war agencies; price 
control was the major exception to this 
policy of decontrol. As a result of the re- 
moval of these controls, reconversion pro- 
ceeded more rapidly than had been antici- 
pated. This remained true until the recent 
wave of strikes developed. Largely as a re- 


sult of these strikes, the Federal Reserve 
Board index of industrial production de- 
clined in January to the lowest level since 
1941. These strikes to a large extent stem 
from two factors: The continuation of rigid 
price control and the official statements en- 
couraging workers to demand higher wages. 
The steel and meat strikes were unnecessary 
and avoidable. They represented primarily 
a strike against OPA since they were settled 
as soon as that agency agreed to permit in- 
creases in prices. 


In other words, government price con- 
trols, by affecting the magnitude of permis- 
sible wage increases, led directly to the steel 
strike which cost this country one month’s 
supply of vitally needed steel. Thus, price 
control not only affects output directly in 
those cases where it is unprofitable to pro- 
duce certain items, but it has affected out- 
put indirectly through the labor disturb- 
ances brought about when industry has been 
unable to grant the wage increases demand- 
ed with government encouragement. A real- 
istic program of price decontrol and a liber- 
alization of pricing standards are required 
to remove these barriers to production. 





PSYCHOLOGY OF “STOCK 


MIL SCHRAMM, president of the New 

York Stock Exchange, performed an 
intelligent public service in taking issue 
with those in Washington who are appar- 
ently trying to fix blame on the stock market 
for fostering inflation scares. This is remin- 
iscent of the Warren philosophy, of early 
New Deal days, that creation itself could be 
directed through manipulations of many. 
Mr. Schram, in an address before the Rotary 
Club of Tampa, cites his belief that there is 
a deliberate fostering of the erroneous belief 
that the stock market is the primary cause 
of inflation. Ascribing the present “psychol- 
ogy of inflation” to rising prices in the stock 
market, he intimated that application of the 
100% margin rule may be compared with 
the little Dutch boy holding his finger in the 
dyke while the tidal waves (wage demands) 
sweep over the top. 


Nor is this the first time that certain sup- 
posed economists have confused cause and 


INFLATION” 


effect. The stock market has long been re- 
cognized as a barometer of public psychol- 
ogy and a valuation of future prospects, 
whether for money rates, purchasing power 
or business conditions. We thought it was 
generally known that a barometer is merely 
an instrument for recording existing condi- 
tions and indicating future weather pros- 
pects. 


Economic weather has already been es- 
tablished by the government action with re- 
gard to the budget, wartime deficit financing 
and wages and prices. The continued exis- 
tence of a psychology based on the belief 
that any means of raising the spending 
power of the people will create prosperity is 
but another cause for fear of inflation which 
finds its expression in the demand for pro- 
tection of the purchasing power of savings, 
either in equities, real estate, commodities 
or other means of avoiding ties to the 
fixed dollar obligation. 





The Label 
that helps to 
BUILD 
BUSINESS 


It’s the best-known trade-mark 
in the world of steel! 


Y extensive advertising in the nation’s most 

widely-read periodicals, this famous U-S-S 
Label has been consistently kept before the 
American public. Over a period of years, it has 
become the best-known trade-mark in the world 
of steel. 

Today it is accepted as an assurance of 
quality steel, wherever it appears. 

Manufacturers of products made with steel 
find that the U-S-S Label is therefore an extra 
sales advantage. Because it is so widely known, 
and has won the confidence of the buying 
public, any steel product which carries it exerts 
an added sales appeal, and is likely to sell more 
easily and in larger volume. 

Thus, the U-S-S Label means better business 
for the manufacturer who avails himself of its 
merchandising advantages. 

Manufacturers of quality steel products who 
desire more information on the use of U-S-S 
Labels are invited to address inquiries to United 


States Steel, P. O. Box 236, Pittsburgh, Pa. 


UNITED STATES STEEL 
CORPORATION SUBSIDIARIES 


UNI ED SAAS SDE EL 
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WE ARE 
HERE TO HELP 





—_— of Trusts AND EstaTEs, having 


friends or clients with business to transact in 
Philadelphia, frequently recommend this 
Bank when trust or banking services are 
needed. Behind their recommendations is 
the knowledge that the standard of service 
available here is the evolution of 80 years of 
experience. ... Your recommendations will 


be given our interested attention. 


Fidelity-Philadelphia Trust Company 
Organized 1866 
135 South Broad Street, Philadelphia 9, Pa. 


Member Federal Reserve System @ Member Federal Deposit Insurance Corporation 





EXPERT WITNESSES 


The Employee Can Testify to the Benefits of Corporate 
Enterprise 


A Trusts and Estates study on “Public Reporting by Private Enterprise” 


HE jury-public for the day-by-day trial 

of private corporate enterprise must, 
and will, give greatest weight to the testi- 
mony of the corporation’s expert witness — 
the company employee. And it is well that it 
should, for no one, not even a corporate 
stockholder or manager, has an equally ad- 
vantageous position from which to appraise 
and report his benefits from the operations 
of private enterprise. 

But if the witness is to be informed, un- 
biased and convincing, his testimony must 
embrace many facts not revealed in the im- 
personal figures on a pay envelope and must 
disclose benefits not reported in the dollar 
symbolism of the corporate financial state- 
ments. That the employee may have those 
facts and that he may better appraise those 
benefits, many corporations have expanded 
and modernized their annual public reports. 
These modern reports! direct attention to 
the facts underlying the company balance 
sheets and statements of earnings which 
dramatize and explain the various sorts of 
benefits? of private corporate enterprise. 

With our economic way of life on trial 
there can be little reason for assuming that 
everyone knows and appreciates that a sys- 
tem of private capitalism can be the most 
efficient in sharing with labor the financial 
benefits arising from the productivity made 
possible by the employee’s use of the capital 
tools required to meet the production de- 
mands of a modern economy. 


An Unbeatable Team 


N excellent statement of the importance 
of private enterprise in providing those 
tools is that given in the letter addressed to 
stockholders and employees by the president 
of the Murray Corporation contained in the 
annual report of the company for 1944. 
“Owners of the Company, the stockhold- 
ers, are interested in the prospects for 
‘See, “The Modern Corporate Report,” 
Trusts and Estates, August, 1945. 
“See, “Three is a Company,” Trusts and Es- 
tates, February, 1946. 


future dividends on their money invested in 
Murray. That money makes jobs. Inciden- 
tally, that money is equivalent to approxi- 
mately $4,100 for each employee, and is 
represented by plants, equipment and work- 
ing capital, which would not be productive 
without the driving power of people who 
have the know-how. 

“Employees, hourly and salaried, invest 
their time and energy and receive pay en- 
velopes for their efforts. The employee is 
concerned with the future of his job,. which 
is his livelihood. Those in pos‘tions of su- 
pervision and management are trustees, 
repvesenting the employees and the stock- 
holders. These three groups have identical 
interests in the prosperity and the success 
of the Company — an unbeatable team, 
when each does its part and plays the game, 
giving the best ‘t has to the job.” 


The nature, extent and significance of 
the aforementioned sharing provides the 
clearest proof of the employee’s benefits 
from private enterprise. 


Wages vs. Cost of Living 


CORPORATION can properly and ef- 
fectively report employee benefits by 
explaining the increases in wages (over the 
years) in terms of hourly rates and in rela- 
tion to changes in the cost of living. A re- 
port like that made by The Black & Decker 





JANUARY 1941 =100 


From 1945 Annual Report of 
Westinghouse Air Brake Co. 
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Manufacturing Company? demonstrates that 
corporate enterprise can and does protect 
the earnings standard of its employees: 


“Our average wage rate (not including 
supervisory or executive personnel) on Jan- 
uary 1, 1941 was $.58% per hour. On Jan- 
uary 1, 1946 our average wage rate will be 
$1.09% per hour, an increase of 87 percent 
as compared with a national average in- 
crease of 33 percent in the cost of living 
over the same period, according to the latest 
government statistics.” 


In a similar vein, the International 
Shoe Company reports that the several gen- 
eral increases since January 1, 1941, have 
raised the Company’s basic wage and salary 
cost more than $15,000,000 a year since that 
date, omitting overtime cost — substan- 
tially more than the increase in the cost of 
living. 

To report the benefits of stable employ- 
ment, the Endicott Johnson Corporation di- 
rects attention to the fact that: 


3This report, as are the others reviewed 
herein, is the annual corporate report for 1945. 
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“The average earnings of our workers 
exclusive of executives, including over- 
time, reached a new high of $2,284.88 for 
the year or $43.94 per week. The average 
earnings for the previous year were $2,075.- 
84 or $39.92 per week and for the 1943 fiscal 
year $1,867.32 or $35.91 per week. These in- 
creases were due in part to more steady 
work and in part to increases in the num- 
ber of hours worked at overtime rates.” 


Other Effective Comparisons 


HE earnings benefits of employees also 

may be effectively presented in other 
ways. To provide a factual review of the 
company’s employment and wage expe- 
rience, the Consolidated Edison Company of 
New York displays in tabular form for each 
of the years 1930 to 1944 inclusive, the 
average number of active employees, total 
salary and wage payments, and average 
weekly and hourly pay. The report of the 
West Virginia Pulp and Paper Company re- 
veals in a summary of operations the com- 
pany’s annual payroll and the number of em- 
ployees at the year end for a five-year pe- 
riod, 1941-1945. 

The Detroit Edison Company uses an il- 
lustrated table to explain “How Employees 
Have Fared Since 1938.” Tabular data for 
the years 1936-1945, and bar charts to com- 
pare yearly averages of dividends, taxes, 
and wages for the same period are contained 
in the report of the Westinghouse Air Brake 
Company. A bar chart for the years 1939- 
1945 reports the number of employees and 
total annual payroll for the Pacific Tele- 
phone and Telegraph Company. 

A graphic comparison of wages and the 
cost of living is provided by line graphs 
used in the report of the Westinghouse Air 
Brake Company. These graphs reflect the 
relative changes in the average wage rates 
of shop employees and in an index of the 
cost of living from 1936 to 1945 and from 
the basic date (1941) of the “Little Steel 
formula” to 1945. The Jewel Tea Company 
employs a similar technique to report the 
change in number of employees and annual 
payments to or for the benefit of employees 
for the years since 1941. 


Sharing the Customer’s Dollar 


N other aspects, the corporate report of 

employee benefits is an explanation of the 
employee’s relative share of the company’s 
sales revenues. This sharing may be revealed 
by data presented in charts, such as that 
used by the Liquid Carbonic Corporation, 
which reveal the’ breakdown of the com- 
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Distribution of sales dollar shown in 1945 
report of Liquid Carbonic Corp. 


pany’s sales dollar; by graphs (F. W. Wool- 
worth Company illustrates the percent in- 
crease in total wages compared to increases 
in store cperating expenses and sales) ; and 
by tables similar to that used by the Murray 
Corporation to explain “What Happened to 
the War Profits?” The Murray report re- 
veals that in the war period — 1940-1945 — 
payrolls other than compensation paid to 
officers and directors aggregated 47.7% of 
Murray’s receipts for war production. 


To explain the sharing of revenues with 
retail employees, the president’s letter of 
the S. H. Kress & Company report states: 


“Salaries and wages paid to officers and 
employes of the Company during the year 
amounted to $19,860,047 or 15.8¢ of each dol- 
lar of sales, compared with 14.9c for last 
year. This includes $211,000 for length of 
service and special merit payments to store 
employes other than managers. Salaries of 
$474,650, equal to four-tenths of one cent 
per dollar of sales, were paid to twenty of- 
ficers and directors.” 


Pensions and Other Benefits 


THER financial benefits for the em- 

ployee are those which accrue under 
various corporate pension plans, bonus and 
profit-sharing arrangements, and insurance 
programs. When the cost and the value of 
such programs are reported, another mani- 
festation of the benefits of private enter- 
prise is revealed. Thus, the Atlas Powder 
Company explains that under Employes’ 
Welfare Plans applying to employes at com- 
pany-owned plants and offices, benefits were 
paid in- 1945 as follows: 


Awards under Bonus Plan _..$113,748 
Christmas Bonus 

Disability Wages ____.__-_-________.__.. 
Militar‘y Induction Pay . 

Pensions 


Group Life Insurance Claims 


54,883 . 
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Similar benefits are explained in the an- 
nual reports of the Cudahy Packing Com- 
pany, Schenley Distillers Corporation, 
Northwest Bancorporation, Marshall Field 
& Company, West Virginia Pulp and Paper 
Company, Westinghouse Air Brake Com- 
pany, United States Rubber Company, De- 
troit Edison Company, Lima Locomotive 
Works, Inc., Ohio Bell Telephone Company 
(and other companies of the Bell System) 
and the Consolidated Paper Company. The 
latter company reports: 


“A year-end bonus to all employees, in- 
cluding those who entered the Armed Forces 
of our country during the year, was paid 
and the Vacation-with-Pay program was 
continued. Under the Employees’ Group Life 
Insurance plan, beneficiaries of six employ- 
ees received death benefits of $9,400 in 
1945. At the end of the year 1,469 employ- 
ees were insured for $2,375,700. Without 
cost to its employees the Company is now 
providing Group Life Insurance, Hospital- 
ization and Surgical Benefit Insurance, and 
Sick and Accident Insurance.” : 


Military Service Benefit Plans 


UMEROUS special considerations have 

been given to men and women in the 
Armed Forces. Of its military service bene- 
fits, the report of the Schenley Distillers 
Corporation states: 


“The Military Services Benefit Plan es- 
tablished for those employees continued in 
effect, and all in military service who had 
been employed before March 16, 1940, re- 
ceived monthly one-fourth of their regular 
salary, with the limitation that no such 
monthly payment exceeded $104.16. Those in 
military service who were employed after 
March 16, 1940, received payments in a re- 
duced amount. Total disbursements under 
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THE STAMFORD TRUST COMPANY 
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From 1945 report of F. W. Woolworth Co. 





this plan to date amount to approximately 
$975,000. 

“Employees on leave in military service 
also participated in the distribution under 
the Key Group Extra Compensation Plan 
last year and will again participate this 
year ... Under the Retirement and Benefit 
Plan Schen!ey employees received full credit 
for their period of service with the Armed 
Forces and their financial benefits accrued 
as though they had been actively employed.” 


Training For Job Efficiency 


RIVATE corporate enterprise also pro- 

vides the employee with the opportunity 
to learn new skills — to become more effi- 
cient — and thus to merit greater earnings. 
Announcements and descriptions of train- 
ing and refresher programs are reports of 
employee benefits. Schenley Distillers Corpo- 
ration, the Walgreen Company, et al., re- 
port the corporate recognition of a responsi- 
bility for such programs. As one company 
(Aldens—The Chicago Mail Order Com- 
pany) notes: 


“The continued expansion of the business 
has made it necessary to br'ng in new tal- 
ent. Likewise, standards of performance, 
because of wartime conditions, have not 
been maintained at the high levels that 
existed prewar. Recognizing the need to 
improve the quality of operations, our 
training program has been extended. We ac- 
cept a training program as an integral part 
of any business. In such program we offer 
executives, supervisors, and key employees, 
job instruction, job relations and job train- 
ing, as well as courses in modern industrial 
relationships and in how to handle griev- 
ances. 

“This year a new innovation was added. 
Aldens study group courses were presented 
by local university professors and the cur- 
riculum included Industrial Psychology, Ac- 
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counting, Public Speaking, and a Personal 
Appearance Clinic for women.” 


The value to both the employee and the 
enterprise of the corporate policies which 
provide such programs is obvious. The De- 
voe and Raynolds Company reports: 


“Refresher and ‘on the job’ training will 
enable Devoe to continue to interest the 
highest type of personnel and to assure com- 
petent manufacturing and selling of Devoe 
consumer and industrial products.” 


When such training programs are placed 
on even a broader basis, not only does the 
“employee” benefit but also the business 
community at large. It is in the area of this 
greater service B/G Foods, Inc., reports: 


“On the day before VJ Day (August 13, 
1945), we inaugurated with the co-sponsor- 
ship of AMVETS (American Veterans of 
World War II) the B/G-AMVETS Training 
Program. Under this program, popular.y 
called ‘The Nichols Plan’ after its author, 
your vice-president and general manager, 
B/G offers veterans who plan to operate 
their own restaurants a 26-week on-the-job 
training program during which the veteran 
receives regular pay but is considered a 
trainee rather than an employee. 

“This program was conceived as a practi- 
cal contribution by your company to the 
solution of a major problem which con- 
fronts the veteran. Announcement of the 
plan was given world-wide publicity by 
newspapers, magazines, and radio, and pro- 
duced immediate inquiry from veterans and 
persons still in the services all over the 
world... 

“The plan is now in operation in all cities 
of the B/G system. It is expected that this 
spring some of the ‘graduates’ of this pro- 
gram will begin their new independent ca- 
reers.” 


Non-Financial Programs or Features 


NY enumeration of the employee benefits 
A of private corporate enterprise is a 


long one and must include in its array such 
tangible and intangible elements as those 
arising in the development of safety pro- 
grams (see the reports of Aldens, Nash- 
Kelvinator Corporation, Schenley Distillers 
Corporation, et al.) ; in union activities and 


relationships (Detroit Edison Company, 
Chain-Belt, Aldens, et al.) ; in the develop- 
ment of managerial relationships (such as 
those described by the Murray Corporation 
in its explanation of employee operation of 
Murray “time standards’’), in paid vacation 
programs; in military service benefit plans, 
etc. 





Various reports give notice to corporate 
policies providing employees with vacations 
with pay (see Aldens, Consolidated Paper, 
et al.) and notice to the liberalization of 
that policy such as that stated by Buyak 
Cigars, Inc.: 


“Prior to 1945, wage earners with a rec- 
ord of one year’s employment were granted 
a week’s vacation with pay; during 1945 
the plan was liberalized and employees who 
have been with the company for five years 
or longer are now entitled to two week’s 
vacation with pay.” 


With a common understanding of corpo- 
rate operations and a full recognition of 
their benefits to the public, the stockholders, 
and the employees, private enterprise will 
have many expert witnesses ready and will- 
ing to refute the utopian charges of the 
enemies of private capitalism. With a sure 
knowledge of the meaning and the results of 
a corporate economy, both the corporation 
and its employees may take just pride in 
their relationship and may equally appre- 
ciate all of the mutual benefits suggested in 
such public recognition of employment ten- 
ure as is given by the Aldens Company with 
the display in its annual report of the 
“Aldens Service Honor Roll” and the Tel 
Autograph Corporation’s report of “Long 
Service Employes.” 


0 


Let the Stockholder Help 


The importance of the stockholder in serving 
as an impartial commentator upon business 
and private enterprise is emphasized by Rex F. 
Harlow, president of the American Council on 
Public Relations, in an article “Don’t Underes- 
timate the Stockholder” appearing in The Pub- 
lic Relations Journal for December 1945. 


In criticising the earlier view that “The job 
of management was to sell investors stock — 
the poor suckers — and then proceed to run 
the business as they pleased,” Mr. Harlow re- 
ports that “The stockholder is a person like 
you and me... ”; and “You can’t fool a fellow 
who works for you, or the one who buys your 
products and meets your employees.” With 
competitors, customers and others interested 
in a company’s affairs finding information in 
the voluminous reports made by businesses to 
the government, there is little reason to with- 
hold full reports from stockholders in the fear 
that there may be leaks to competitors. 


“Too many business officials forget, or fail 


to realize, how intelligent and well-informed - 


are the rank and file of the citizens of this 
country. There are many ‘dumb clucks’, but 
their number is not nearly as great as some 
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executives would have us believe.” ... “The 
man who holds stock in a company and is kept 
well-informed regarding its activities is usual- 
ly the last person to wish to interfere with its 
smooth operation.” 

It is in public affairs that the informed 
stockholder may be of greatest service. As Mr. 
Harlow states: “Few if any voices raised on 
behalf of a company (or of business in gen- 
eral) are accorded more respectful hearing 
than those of community leaders who are stock- 
holders” ... “. . . the rank and file of sub- 
stantial people in the community are won over 
to the company cause through what the civic 
leader says as a company stockholder.” .. . 
“This has been demonstrated on occasions when 
companies have faced heavy attacks from 
striking unions, governmental agencies, etc. It 
is then that the calm, unbiased voice of one or 
more strong stockholders can swing the scales 
in favor of the company.” 


a () 
Larger Investors Like Good Reports 


Although surveys often show apathy of a 
majority (in number) of stockholders to their 
companies’ annual reports, institutional in- 
vestors and analysts appreciate a complete 
story of operating results, earnings history and 
prospects, according to A. J. O’Hara. Mr. 
O’Hara is vice president of the investment re- 
search department of The Northern Trust Co., 
Chicago. 

In a recent address to the Wisconsin Society 
of C. P. A.’s he pointed out that creditors and 
credit and investment research men in banks 
and trust companies and. other institutional 
holders (or prospective stockholders) give 
these reports most critical analysis as a pri- 
mary means of communication; such institu- 
tions are then in position to take up special 
questions with company managements person- 
ally, as to products, expansion, competition, 
near future prospects, etc. (cf. “Reports to 
Stockholders”—Journal of Accountancy, Feb. 
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DISPOSITION OF NET INCOME: 


Retirement of Debt— Pennsylvania R.R. Co. 
Dividend of 5% ($2.50 per share) 


Balance of Income .... 






Pennsylvania Company. 


RESULTS FOR THE YEAR 


The high level of business that prevailed during the 
war years continued during 1945, the volume being 
the third largest in the Company’s history, and ex- 
ceeded only in 1943 and 1944. 

Costs of: operation constantly increased due to 
higher costs of labor and higher costs of materials. 
Operating revenues of the Company declined 
$73,562,501, caused by the cessation of hostilities 
and labor disturbances in somie of the larger indus- 
tries. Expenses of operation increased $47,628,686, 
including $41,395,479 to cover the unamortized por- 
tion of the cost of emergency facilities required for 
the prosecution of the war. The Net Income in 1945 
was $49,008,238 compared with $64,720,431 in 1944, 
a decrease of $15,712,193. Notwithstanding this de- 
crease in Net Income, dividends paid in 1945 were 
maintained at the same rate paid in 1944, 1943 and 
1942—5% ($2.50 per share). 


TRANSPORTATION FOR THE FUTURE 


The country’s vast system of airways, highways and 
waterways will be expanded at the Government’s ex- 
pense, while all of the improvements for the railroads 
will be privately financed. The problems with which 
the railroads are faced as a result of the war should 
have intelligent consideration by state and national 
authorities wherever regulation restricts the oppor- 
tunity for the rails to move forward. 

The railroads want no subsidy; they want equity. 


As it completes 


One Hundred Years of Transportation Progress 


PENNSYLVANIA RAILROAD REPORTS 
FOR THE YEAR 1945 
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Appropriations to Sinking and Other Funds, etc. . 





*Includes dividend of $5,000,000 (par value) in securities received from 


$21,189,880 of debt was retired from current cash and other assets in 1945. 
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They are a heavily taxed industry competing with 
subsidized industries, and all they ask is equality 
of opportunity. 

As the railroads planned to meet the requirements 
of war, so they are planning for the opportunities of 
peace, and given a fair and equitable chance they will 
furnish the public the best in freight and passenger 
service. 


TAXES 


The Pennsylvania Railroad Company during the 
war years paid in taxes and disbursed for improve- 
ments and repairs, to meet the war load a sum of 
money equal to the entire debt upon the property. A 
national railroad system without any debt would 
place the railroads in the same position as their com- 
petitors, as the Government furnishes a large amount 
of the capital for the waterways, the highways and 
the airways. 

There was much deferred maintenance during the 
war period. The Interstate Commerce Commission 
gave the railroads authority to create reserves to meet 
this situation. The taxation system, however, woul 
not permit them to take any tax benefit on reserves so 
created, and money that should have been set aside 
for this purpose was taxed the same as other income. 
Deferred maintenance must, therefore, be paid out of 
post-war earnings, and the more the post-war earn- 
ings are siphoned off through taxation, the less will 
be the money the railroads can spend on rehabilita- 
tion and improvements. 
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Railway taxes, after adjustment by tax credits of 
$24,443,381 for prior war years, together with Unem- 
ployment Insurance taxes of $12,741,141, and Rail- 
road Retirement taxes of $13,802,891, aggregated 
$54,340,013. 


LEGISLATION 


To clarify the intent of Congress with respect to 
carriers subject to the Interstate Commerce Act, and 
to resolve any regulatory conflicts with the Antitrust 
laws, Congressman Bulwinkle of North Carolina in- 
troduced a bill, H. R. 2536, known as the Bulwinkle 
Bill, which gives such carriers protection from the 
Antitrust laws only to the extent that their acts and 
procedures have obtained prior Commission approval. 
The Bill was endorsed by the Interstate Commerce 
Commission and numerous state commissions, and by 
public and commercial bodies and by shippers and 
producers generally. It was passed by the House by 
a large majority and now awaits action by the Senate. 

To insure consistent policies with respect to legis- 
lation, and the future efficiency of the transportation 
system, the Bill is worthy of the earnest support of 
the people, who have recently seen the vital impor- 
tance to the nation of the ability of the carriers to 
work together in the public interest. 


FREIGHT AND PASSENGER RATES 


The railroads have done the war job with practically 
no increase in freight rates and a relatively small in- 
crease in passenger fares—2/10 of a cent per mile in 
basic coach fares and 3/10 of a cent per mile in fares 
good in Pullman cars. 

The year 1946 will be one of greatly increased cost 
of operation and maintenance with a decreasing busi- 
ness, and it is therefore imperative to consider the 
need for increased railroad freight rates. 

The railroads were granted a 5% increase in freight 
rates, in May, 1942, which however was suspended 
until six months after the war; but, as the situation 
appears to be developing, it will be necessary for the 
railroads to petition the Interstate Commerce Com- 
mission for an increase greater than that under sus- 
pension, in order to meet greatly increased expenses 
and avoid deficit operation. 

Large expenditures must be made for the rehabili- 
tation of the railroads. All of these necessities will 
require money in large amounts. Money requires 
credit, and the credit of the Company is very much 
affected by the rates at which the business is carried. 


REDUCTION OF FUNDED DEBT 


Maturities during the year amounted to $11,807,880, 
which together with other debt retired and canceled 
amounting to $9,382,000, made a total reduction of 
$21,189,880 in 1945. This reduction was offset, in 
part, by the issuance of $16,290,000 Equipment 
Trust Obligations. 

In addition, as a result of refinancing of bonds 
and purchases from the public, other debt of System 
Companies was reduced $5,380,087. 

The debt of the System in the hands of the public 
was, therefore, reduced $10,279,967 in 1945, making 
a net reduction of $148,670,000 during the last 
six years. 


REFINANCING OF BONDS 
The Company continued its policy of taking 
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advantage of the prevailing money rates to refinance 
certain of its bonds, as well as those of its affiliated 
companies, and was able to make some very advan- 
tageous refundings, from which it will ultimately 
realize approximately $47,000,000 of savings. 


EQUIPMENT 


The ending of the war made it possible to acquire 
materials for construction of passenger cars, and there 
are under construction one hundred and twelve 
modern passenger train cars, of lightweight construc- 
tion, of which ninety are being built in Altoona 
Shops, and twenty-two by an outside builder. They 
are the finest type ever to be built for the Company, 
and are especially designed for safety. 

Since the close of the year, orders have been placed 
with outside builders for the construction of two 
hundred and fourteen passenger train cars of which 
one hundred and fifty-nine are to be sleepers, for the 
improvement of the post-war passenger service on 
the railroad. 

Twenty-five of the largest and most modern steam 
freight locomotives and tenders were placed in service 
during the year. Orders were placed for fifty addi- 
tional steam passenger locomotives and tenders and 
part of the order was delivered. One Diesel electric 
passenger locomotive was delivered during the year, 
and ten more were ordered. 

On December 18, 1945, the District Court of the 
United States for the Eastern District of Pennsyl- 
vania approved the sale by Pullman Incorporated to a 
Buying Group of Railroads of all the outstanding 
stock of its wholly owned subsidiary, The Pullman 
Company, which owns and services the sleeping cars. 

The Pennsylvania Railroad Company, as one of the 
railroads in the Buying Group, has purchased from 
The Pullman Company 142 lightweight sleeping cars 
assigned for service on its lines, as well as 123 regu- 
larly assigned parlor cars. 


EMPLOYES 

As we come out of the war and enter the peace, it 
is a pleasure to acknowledge the efficiency and 
loyalty of the employes of the Pennsylvania Railroad 
and their devotion to duty. 

From the low ebb of the depression in 1938, with a 
depleted force, the Company moved into the heavy 
trafic of the war, met the peak load of its history, 
both passenger and freight, and is moving into the 
reconversion era. The Management wishes to acknowl- 
edge the splendid way the employes served their 
Country and the Company by meeting successfully 
every emergency they were called upon to face. 


STOCKHOLDERS 

The growth and expansion of the Company during 
the one hundred years of its existence is reflected in 
the number of shareholders, the shares outstanding 
and their distribution. When the Company was 
chartered there were 2,635 subscribers to the original 
issue of 60,257 shares of stock of the par value of 
$50 each, being an average holding of 22.87 shares 
by each subscriber. 

On December 31, 1945, there were 214,995 holders 
of stock, and the number of shares outstanding had 
grown to 13,167,754. The average holding was 


61.24 shares. 
M. W. CLEMENT, President. 


PENNSYLVANIA RAILROAD 


BUY UNITED STATES 
SAVINGS BONDS 
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COMMUNITY FINANCIAL LEADERSHIP 
How Trustees and Bankers Can Cooperate with Local Industry 


Cc. C. CARR 
Director of Public Relations, Aluminum Company of America 


CAN very well take my text from a hard 

hitting article by Allen Crawford, vice 
president of the Bankers Trust Company of 
Detroit, in the October 1945 issue of Trusts 
and Estates. Two quotes in this article fit 
my theme exactly. One from Walter Bischoff 
of the Old National Bank in Evansville 
reads: “From the top to the bottom, busi- 
ness must tell the story of free enterprise. 
It can’t be left to a few of the nation’s big- 
gest businesses. If free enterprise is to be 
maintained, the story must be told at the 
grass roots right where thinking people 
live.” The other quote in this article is from 
the American Newspaper Publishers Asso- 
ciation: “The road to public understanding 
of industry begins, very naturally, in plant 
cities . . . in the communities where indus- 
try is located. Public opinion of industry 
takes root where industry lives, and from 
this root will stem the freedom granted to 
industry . .. or the restrictions imposed 
upon it in peacetime.” 

The only thing to which I object in these 
quotes is the use of the term “free enter- 
prise”; it has been so bandied about that it 
is no longer a distinctive symbol. Labor un- 
ion leaders have adopted it for their own. 
Apparently both they and I believe in it; the 
difference is in our interpretation of what 
“free enterprise” really means. I much pre- 
fer coming back to the simple expression, 
“the profit-and-loss system,” (not just the 
profit system). 


Job in the Community 


F the profit-and-loss system in this coun- 
try is to be saved, it will not be done with 
page advertisements by great national 
groups or associations, nor with similar 
preachments in news and advertising col- 
umns by captains of industry. Such mes- 
sages are important in informing the public 
on the benefits of the American way, but 
this method alone will not persuade the pub- 
lic to preserve the good in our economic sys- 
tem. The spot where the real job must be 
Based on a recent address before the 
American Institute of Banking Chapter in 
Newark, N. J. 


done is in the local communities of America 
where we have our places of business. 

Verne Burnett wrote a grand book on pub- 
lic relations called “You and Your Public” 
in which he said: 


“Important segments of every company’s 
public are the communities in which opera- 
tions are conducted. Two groups compose 
each of these communities: (1) a group of 
company employees — dependent for the 
satisfaction of human needs on the continu- 
ous flow of pay envelopes; and (2) non-em- 
ployee members of the community — pub- 
lishers, merchants, bankers, doctors, den- 
tists, all other types of businessmen and 
their wives, municipal executives and offi- 
cials, and members of civic organizations. 
Both groups have a vital interest in the con- 
tinuity of the company’s operations in the 
community. Radios, furniture, washing ma- 
chines are bought; dentists’ bills and doc- 
tors’ are paid with the contents of pay en- 
velopes. Any conditions that may increase 
or lessen the scope of the company’s opera- 
tions in the community or affect its continu- 
ity are a matter of vital interest to both 
groups of the community.” 


Misinformation Rampant 


REASURY Department surveys show 

that 75% of War Bond buyers have pur- 
chased for capital investment, such as old 
age, homes and education. Think this over 
when you are considering whether it is 
worthwhile for you to do a job in your local 
community on the fundamentals about our 
way of life in which you believe. The people 
you contact, either personally or through 
some organized effort right at home, are not 
necessarily the “have-nots.” Many of them 
are now the “have-gots.” 


It is the most important job which can be 
done by those of us who feel that if we do 
not preserve the present profit-and-loss sys- 
tem we are starting on the road to some 
form of serfdom which Hayek so well de- 
scribes in his book. If we do not do this as 
individuals and as members of our various 
companies and organizations, we will be sit- 
ting idly by while.other purveyors of oppos- 





ing philosophies are hard at work. As one 
illustration, the CIO is issuing bulletins, 
pamphlets and its monthly Economic Out- 
look, showing that American industry made 
a “profit” of $24.9 billion during 1944 — 
but not saying that this “profit”? becomes 
$8.5 billion after taxes and that only $4.3 
billion of this was paid to stockholders — 
the rest being kept as a reserve for expan- 
sion, maintenance of employment and other 
purposes. 

The vast public misinformation on how 
much profit industrial companies make 
needs to be corrected, not only by industry 
itself but by trust executives, bankers and 
all other people in business. Only a minority 
have any conception of the fact that war 
contracts are renegotiated. It also hears only 
of gross profits, with little understanding of 
taxes. 


What The Veteran Thinks 


HE man on the street thinks 10 percent 

would be a fair profit for manufactur- 
ers. Thus we see that the average concept 
of a fair rate of profit would certainly not 
penalize business. The difficulty is in the 
public ignorance of the facts. Industry is 
making some progress, notably in the sim- 
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‘To Represent You 


We are ready and able to act as the 
representative of your bank in Massa- 
chusetts in connection with ancillary 
administration or other estate matters. 
Your inquiry is invited. 


The National 
Shawmut Bank 


40 Water Street, Boston 


Member Federal Deposit Insurance Corporation 
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plicity of annual reports and in the publicity 
some are beginning to put out with these 
reports. Bankers can do much to help this 
situation by constantly spreading the actual 
facts. 

Understanding the returned veteran and 
his attitudes is just as important to the 
banker as to the industrialist. Here are some 
current facts gathered by Opinion Research 
Corp.: Only 34 percent of all veterans who 
held jobs before, have gone back with their 
old employers. There is a decided tendency 
to shift; they appreciate the help employers 
and others give them in making their adjust- 
ments. Bankers can render a service in talk- 
ing to these men. Most veterans say their 
old employers treat them well; are not de- 
manding sweeping job preference. They 
want the breaks over civilians with equal 
qualifications, but not over those with more. 
However, they do want the security of a 
one-year job whether at their old jobs or 
better ones. They believe in labor unions but 
are highly critical of union behavior. The 
veteran does not come back a radical; he 
gives management credit for a fine war job 
and thus far has little desire to socialize in- 
dustry. But it is evident that the veteran 
has come to lean on government. If business 
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men do not do their full duty toward the 
veteran, he can be driven to support col- 
lectivist action harmful to private enter- 
prise. 


Make Business a Good Risk! 


HE very life of the banking business de- 

pends upon the preservation and popu- 
larity of the profit-and-loss system. Banks 
have an individual stake in this matter be- 
cause the businesses which enjoy commun- 
ity favor are better risks and therefore pre- 
ferred customers. 

But to how many banks has it occurred 
that they themselves are almost in a unique 
position to exert pressure — friendly and 
helpful. pressure, of course — upon business- 
es in their community by urging them to 
follow a community relations program which 
can be the salvation of the profit-and-loss 
system? Frequently the banker is the most 
influential person in a community so far as 
local businesses and the individuals who 
conduct those businesses are concerned. And 
there are large businesses in sound financial 
condition whose favor the banker wants to 
cultivate. 





Careful management 
conservative 
policies 
and strict 
adherence to 
sound banking 
principles 
since 1886 


FIDELITY TRUST COMPANY 


341-343 FOURTH AVE. PITTSBURGH 


MEMBER FEDERAL INSURANCE DEPOSIT CORP 
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A Prime Motivating Force 


T seems to me that it is to the banker’s 

advantage as well as to his clients, to 
make it plain that the important factor in 
the banker’s appraisal of any local business 
is the success of that business in achieving 
favorable community relations. By keeping 
himself informed regarding the public rela- 
tions practices as they affect the local com- 
munity, the banker can often encourage his 
local business clients to put the necessary 
machinery in motion to gain community 
favor. 

Thus the banker may emerge as one of the 
prime motivating forces in getting at the 
grass roots of the general public relations 
problem as it affects the country as a whole. 
Larger banks can often extend a helpful in- 
fluence along this line, not only to other 
bankers but also to the larger industrial and 
commercial concerns as well as the manage- 
ment group which conducts these concerns. 

To wield an effective influence the banker 
must practice what he preaches. This might 
require a program to be undertaken by ex- 
pert public relations people or by a com- 
mittee of bankers themselves for the gen- 
eral banking fraternity. 


The banker’s interest in community af- 
fairs cannot be a passive one. He knows the 
problems in his community and he should 
participate in their intelligent solution. The 
finest public relations staff in the world can 
do little for the institution unless the ex- 
ecutives actively take some part in commun- 
ity leadership. 


The details of how this vital job can be 
done are matters for thoughtful discussion 
either in groups or in special committees. 
If it is done properly the banker, so often 
pictured in political cartoons as the arch- 
bishop of economic royalism, can actually 
become a large contributor to a nation-wide 
movement in America that begins at the 
local level and which will do more to pre- 
serve our profit-and-loss system than any- 
thing else that might be undertaken. 


Dr. Harold Stonier, executive manager of 
the American Bankers Association, announced 
the appointment of Charles W. Green as di- 
rector of its Public Relations Council. 

Merle E. Seleeman, whom Mr. Green suc- 
ceeds as director, continues as deputy man- 
ager and secretary of the American Bankers 
Association, and secretary of its Trust Di- 
vision, also remaining a. member of the Public 
Relations Council. 





How to work for 2¢...and like it 


In the last fiscal year before 
the war, General Mills’ profits 
were approximately 4¢ for 
every dollar of sales. In 1945, 
although sales were more than 
double those of 1941, profits 
were only a little over 2¢ for 
every dollar of sales. 


This, we think, is as it should 
have been in wartime, for Gen- 
eral Mills, in common with most 
American manufacturers, had 
no desire to get rich out of the 
war. Although our people work- 
ed harder than ever before, pro- 
ducing $281,000,000 worth of 
goods in 1945 (more than twice 
1941’s $127,000,000), profits 


rose only from $5,251,732 to 
$6,474,493. 

We did profit much, however, 
in another important way. By 
working in many new fields dur- 
ing the war, our people 
developed new skills which 
are already helping us 
produce new and better 
products for you and your 
family. 

We believe that this is 
important. We believe 
that General Mills can 
best serve America in 
the years ahead by 
a policy of ag- 
gressive research 


and steady expansion . . . cre- 
ating new products and services 
which can lead to new jobs, new 
markets for farmers and better 
living for all of us. 


Copyright 1946, General Mills, Inc., makers of Wheaties, Kix, Cheerios, Bisquick, Softasilk Cake Flour, Gold Medal 
Enriched Flour, Betty Crocker Soups, Larro Feeds, Semolina and Durum Flours, Bakery Flours, Vitamin Products, 
Soy Products, Oat Products, Wheat Gluten and Starches, Home Appliances and other Mechanical Products. 
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Developments which have promoted, or promise to promote, mutual 





A SUCCESSFUL PROFIT-SHARING PLAN 


In the particular concern under discussion 
prices of the product as well as graduated or 
base hourly labor rates have been stable since 
1942. It is therefore possible to use the ratio 
of sales value of production to labor cost as 
the factor to determine profit for sharing. In 
1942, sales value of production was 2.77 times 
labor cost, and by mutual agreement, this 
ratio is used as the base. For each 1% increase 
in the ratio each employee receives 1% of his 
base earnings monthly. No employee under any 
circumstances is to receive less than his base 
salary or guaranteed hourly rate for the time 
worked. 

From January 1945 through October the 
share of the profits accruing to the workers 
ranged from 6.5 to 76.8 on their base salary or 
guaranteed hourly rates with an average for 
the ten months of 39.0%. Since this program 
has been in operation profits have more than 
doubled over any previous year with no ap- 
preciable increase in man hours. There are 
few if any grievances. Production is greatly 
increased and unit costs are proportionately 
lower. Base hourly labor rates are the highest 
in the industry in which there are 200 com- 
petitors. Waste is negligible and quality is 
high. Instead of quarreling about respective 
rights and responsibilities, workers and man- 
agement succeeded in discovering their larger 
joint responsibilities. Without mutual respect, 
confidence and trustfulness, man cannot and 
will not put forth the best that each pos- 
sesses. It is the sound relationship, not the 
specific plan itself, that has brought construc- 
tive results.—Clinton S. Golden, Asst. to Pres., 
United Steelworkers of America; before Society 
for Advancement of Management. 


welfare of employees, employers and providers of capital tools. 





UNIONS IN MANAGEMENT 


The ultimate goal of the CIO is participation 
in management. If the CIO wins its battle to 
secure for itself a place in management, its 
leaders will become impotent to represent the 
workers and civil war within the CIO itself 
will break out. Within a few months the labor 
representatives on the board would recognize 
that competing is a mighty task — requires 
lots of spending money for a great many other 
purposes than labor. Then they would be ac- 
cused by other union men of having sold out 
to management. 

—Modern Industry 


BIG PLANTS IN SMALL TOWNS 


Workers are happier in smaller towns, ac- 
cording to B. B. Williams, Chairman of Cooper- 
Bessemer Corp., Mt. Vernon, Ohio, and Grove 
City, Pa., in hailing current trend toward de- 
centralized manufacturing. The employer en- 
joys lower taxes, more and cheaper land, a 
settled labor force which enables reduced train- 
ing outlays. The worker enjoys a better home 
and higher standard of living, less-crowded 
schools, more outdoor recreation, cleaner air, 
quieter streets, home-grown foods. What’s per- 
haps more significant, Mr. Williams says, the 
small town voter knows his public officials per- 
sonally, takes a direct interest in local politics 
and elections. ; 


0 


Nearly $100,000 has been set aside by offi- 
cers of Cudahy Brothers Co. (meat packing) 
to provide $100 cash or equivalent in war 
bonds for each returning veteran and for “gold- 
star” grants. 





LINCOLN ROCHESTER 


TRUST COMPANY 


Rochester 3, N. Y. 


Member Federal Deposit Insurance Corporation 
Member Federal Reserve System 





















yer- 
ove 
de- 
en- 
ks 
ain- 
yme 
ded 
air, 
per- 
the 
per- 
itics 


ELIMINATING COMPETITION BY SUBSIDY 


Comparable Basis Needed for Government-Owned Business 


PRENTISS M. BROWN 
Chairman of the Board, The Detroit Edison Company, Detroit 


Mr. Brown’s suggestion that tax exempt business corporations be 
placed on an accounting basis comparable to that for private corporations 
raises a most important issue, in view of the extending sphere of competi- 
tion by publicly owned enterprises. The fact that such businesses do not 
have to meet the profit standards for tax payments has been cited as a 
threat to the American system of property.* The subject is one which 
might well be brought to the attention of local newspaper editors and 
political representatives.—Editor’s Note. 


HERE are two things the buyer has the 

right to expect from all business at all 
times — good merchandise and good service 
at the lowest reasonable costs. 

That result is produced by the efficiency 
with which business is operated. That effi- 
ciency, in turn, under free enterprise, is 
compelled by competition. But the competi- 
tive system can work only so long as the 
competitors operate on a fair and equal 
basis. 

Private firms can destroy competition, 
and they have done so on occasion. However, 
there is general recogniton that this ability 
to destroy competition is a threat to the 
welfare of the people. Much of our Federal 
law is directed toward the elimination of 
that threat. 


One Way Protection 


ESTRUCTION of competition is no 
less a threat to public welfare if the 
predatory corporation is owned by govern- 
ment instead of individuals. But the law, 
which long has been aimed at preventing 
the destruction of competition by private 
corporations, now is setting the stage for its 
destruction by government corporations. 
Increasingly in recent years the Federal 
Government, local governments and “co- 
operative enterprises” have been entering 
many fields heretofore served by private 
citizens and corporations. They are eager to 
demonstrate how good they are. Always, a 
bright-eyed management is inspired with 
the idea of stepping into big-time business 
to show the people how to “sell cheap.” 
The major fallacy of the whole idea is 
that they never do show people how they do 
*From recent address by Justin R. Whit- 
ing, president of the Commonwealth & 
Southern Corporation of New York. 


it. The fact is that not one in a hundred of 
these corporations, sprung full-panoplied 
from the brow of Jove, could even qualify 
for competition on any “fair and equal” 
basis. 


When Uncle Pays the Extras 


UT, they are blessed with tax exemp- 

tion. They are financed either by direct 
subsidies or tax-exempt securities. They 
pay no taxes to our government; but they 
get plenty of the taxes we all pay to our 
government. 

They are endowed with the lowest interest 
rates. They enter what they call ‘competi- 
tion’ with an artificial advantage so great 
that it encourages incompetence which fre- 
quently is congenital. 

Here is an analogous situation duplicated 
thousands of times all over the United 
States. Two young couples with their first 
baby live in the same town and have the 
same friends. The young men work for the 
same company at the same modest salaries. 
The friends wonder why the one family has 
a home so much nicer than the other, why 
its clothes are better, why it sees more 
shows, drives a better automobile, and, lack- 
ing any better information, credit it to su- 
perior management. They do until they dis- 
cover one day that the one family lives on 
what it produces, while in the case of the 
prosperous family, an uncle pays the rent, 
huys the car and meets all unforeseen emer- 
gencies with his own cash. The government 
corporations are making a show on Uncle’s 
money. Some day the people will realize that 
they, themselves, are “Uncle.” 


Can Drive Out Efficient Business 


HIS is not a condemnation of all gov- 
ernment-owned corporations and co- 
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operatives. Under certain circumstances 
they are necessary and meet a definite need. 
However, when they enter the field of pri- 
vate enterprise and must be subsidized to 
survive, that fact alone — the fact that they 
are unable to compete on a fair and equal 
basis — is sufficient proof that they are not 
economical and that the public will be better 
served by private enterprise. 

Taxes have become such a tremendous 
factor in the cost of operating modern busi- 
nesses that it is entirely probable that al- 
most any enterprise exempt from tax, effi- 
cient or inefficient, could drive a tax-paying 
competitor either out of business or into 
some governmental or cooperative status. 

Should we be asked to believe that govern- 
ment is out to eliminate the taxpayer? Cer- 
tainly, present tax laws favoring the ex- 
pansion of public or co-operative ownership 
of business enterprise constitute a serious 
threat to the continued existence of private 
enterprise. 

Of course, the most ardent advocates of 
government ownership disclaim any inten- 
tion of eliminating private business. Some 
of them would stop after they have taken 
over all the power companies. Some would 
stop with the railroads. Others would stop 
a little farther down the line; but the fact 
is that in the last few years petroleum re- 
fineries, grain elevators, farm implement 
factories, cotton gins, feed mills and other 
industries worth many millions of dollars 
have been taken off the nation’s tax rolls 
through acquisition by co-operatives and 
municipalities and through voluntary 
change from corporate to co-operative or- 
ganization. 

It is a mistake to turn the fox loose in the 
chicken yard on his promise that he will eat 
only the big hens. 


Single Standard or Rubber Yardstick 


F government-owned business can best 
serve the people, then it deserves to sur- 
vive and prevail. The evidence, however, is 
to the contrary. If it can do a better job, 
why does it require tremendous financial ad- 
vantage? Why does it have to be wet-nursed 
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by the people through infancy, adolescence 
and old age? 

Business in the United States, govern- 
ment, co-operative and private, needs first 
of all a new, uniform and universal system 


of accounting, or unit of measurement: 
something entirely different from the rub- 
ber yardstick of the Valley Authorities. 

If government corporations are to be ex- 
empt from tax, in whole or in part, then let 
the people know just how much their true 
costs are by adding the tax they would have 
to pay if they were not subsidized. And, 
further than that, let the people know just 
who is required to pay the tax that the gov- 
ernment corporation fails to pay. 


Substituting Campaign Promises 


T the moment it is obvious to many that 
the public corporations which have 
found favor in the areas in which they oper- 
ate have been established and maintained 
for the benefit of the few at the expense of 
the rest of the country’s taxpayers. 

That, of course, is an advantage that will 
be eliminated when and if the dream of the 
totalitarian idealist is realized and all prop- 
erty becomes public property. Of course, 
when that time comes all management will 
be political. Then there will be no need for 
any measuring sticks. The efficiency of a 
corporation cannot then be determined by 
the performance of a rival. There will be no 
rival — no competition. The determination 
will be by arbitrary political judgment. The 
incentive, and the necessity, for efficient 
operation will have, in large measure, dis- 
appeared. 





“Our rulers will best promote the improve- 
ment of the nation by strictly confining them- 
selves to their own legitimate duties, by leav- 
ing capital to find its most lucrative course, 
commodities their fair price, industry and in- 
telligence their natural reward, idleness and 
folly their natural punishment, by maintaining 
peace, by defending property, by diminishing 
the price of law, and by observing strict econ- 
omy in every department of the State. Let the 
Government do this: the People will assuredly 
do the rest.”—Lord Thomas M. Macauley. 





COMPLETE TRUST SERVICE IN GEORGIA 


through eleven offices in six cities 
THE CITIZENS & SOUTHERN NATIONAL BANK 










INDUSTRY SHOULD STRESS GOALS 
A Receptive Public Awaits Industry’s Story 


DR. CLAUDE ROBINSON 
President of Opinion Research Corporation 


T must be abundantly evident to every- 

one that running a business nowadays is 
a continuous torchlight campaign to sell the 
social philosophy and institutions of busi- 
ness leadership. How to keep public support 
for a free market, how to dramatize a profit 
as fair, how to use semantics and symbols 
to communicate the economic facts of life to 
the people — these have suddenly become 
very practical and very urgent considera- 
tions. 

The public education program can and 
does provide leadership and organization on 
a nationwide scale, but it can’t carry the 
whole load. All of us agree that the battle 
for men’s minds must be fought out in every 
community and in every plant. In our mar- 
ket studies it is a commonplace finding that 
people think of products in terms of tags. 
Similarly, people put tags on leadership. 
One well known example of this is “The Full 
Dinner Pail’ symbol tagged on the Repub- 
lican Party around the turn of the Century. 
Through our Public Opinion Index for In- 
dustry we have been studying the tags that 
people apply to corporate leadership and are 
just now completing in addition a study of 
what tags thought-leaders, (teachers, 
preachers and editors) hang on the National 
Association of Manufacturers as a leader- 
ship group. 

Tag No. 1. You fellows are thought to be 
wonderful producers. You make things of a 
better quality at cheaper prices. You did a 
magnificent production job during the war. 
Technically, you are great guys. 

Tag No. 2. But a large segment of the 
public thinks that you perform your man- 
agement job well, not primarily because you 
love humanity, but because you worship the 
dollar sign. You are thought to be cold- 
blooded, interested only in making a profit, 
to put property rights above human rights. 
Fifty-seven percent of the public, for ex- 
ample, think that companies do not take the 


initiative and pay higher wages as they be-~ 


come more prosperous but have to be forced 
to pay higher wages. 


From an address to National Association 
of Manufacturers. 


Tag No. 3. You are thought to be making 
fabulous profits, to have a bottomless till. 
The fantastic misconception of the public on 
company profits is further illustrated by the 
fact that 64% of the workers think that 
companies pay more money to their stock- 
holders and to top management than to their 
workers. Actually, the figures show that 
American companies pay out about $12 to 
workers for every dollar they pay to stock- 
holders. 


Tag No. 4. You are thought to be anti- 
union, that you would like to smash the 
unions if you could. 

There are other tags, but these four are 
of major significance in your public rela- 
tions. The first conclusion is that manage- 
ment should talk more to the people. The 
public is quite ready to listen to manage- 
ment’s views. There probably was never a 
more favorable time for management to 
speak than now. The public generally thinks 
labor does a better job of presenting their 
views than businessmen. The vote of both 
the general public and _ thought-leader 
groups is that management should do more 
to air its views on current problems. 


Better Job on Profit Facts 


Management must do a better job of in- 
terpreting company profits to the public. 

There is a colossal and fantastic misun- 
derstanding about the social fee charged by 
capital and management for the social ser- 
vices rendered. That is one reason why 
union leaders contend with a sober face that 
wages can be increased 30% without in- 
creasing prices. That is also one reason why 
government policies are set on the theory 
that prices can be held down, but labor costs 
raised. 

Business is doing something about profit 
reporting. It releases stories to newspapers 
about its profits. Many companies are print- 
ing annual reports for employees, but evi- 
dently what has been done so far is not 
enough; evidently the problem is so urgent 
and the misunderstanding so acute that 
strenuous public relations tactics will have 
to be used. Possibly this calls for special 
training of foremen; possibly it calls for 
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employee schools; possibly it calls for pe- 
riodic meetings where the head of the busi- 
ness or department heads explain to their 
people exactly what is going on. If workers 
and the general public knew the real story 
of profits and the social fee charged by 
capital for its social contributions, the 
public’s attitude towards business would be 
vastly influenced. 


The Good Life 


The public believes that unions are neces- 
sary to protect the working man. Much 
could be accomplished if management would 
dissipate the public belief that it is anti- 
union. Bad labor relations are a potent fac- 
tor in bad public relations. Our studies show 
that people tend to think more in terms of 
ends rather than in terms of means to ends. 
They want continuity of jobs, protection 
from illness, relief from household drud- 
gery, more things for less money, more leis- 
ure, protection for old age, etc. They get to 
wishing so hard for these ends that they 
sometimes become uncritical of the means 
leaders propose for reaching them. The poli- 
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ticians know this fact very well. They al- 
ways talk about the goals, the rosy dawn, 
the good life. They know that a leadership 
that is trying to do the right thing and 
whose heart is in the right place has great 
appeal for the public. 

You have to deliver on your contracts and 
you must be careful not to promise more 
than you can deliver. So you rise up and 
criticize the scheme, say it is no good, ridic- 
ulous or impossible — which leads the pub- 
lic to conclude that you are against the good 
things of life, that you are greedy, profit- 
seeking, lacking in humanitarian instincts. 
I do not mean to be disrespectful, but you 
are positively suckers for this old squeeze 
play. 

In your public statements*and in your 
policy consideration, make it perfectly clear 
to the public that the thing you seek is the 
public good. Talk more about the things you 
are for rather than the things you are 
against. In criticizing the other fellow’s pro- 
gram define the end first, then point out that 
his path will not lead to the desired goal but 
that yours will. 
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STANDARD CLAUSES FOR WILLS 


Tested Forms for Testamentary Trusts 


RALPH R. NEUHOFF 
Neuhoff & Millar, St. Louis, Missouri 


Mr. Neuhoff, a practicing attorney of thirty years’ experience, is a 
member of the faculty of Washington University School of Law. He is a 
versatile writer, having contributed numerous articles to Trusts and Es- 
tates and other magazines of national circulation upon such widely diver- 
sified subjects as bankruptcy, international law, trusts, and the legal and 
economic phases of taxation. He is in frequent demand as a speaker and 
lecturer on legal and economic subjects, and is a member of the American, 
Missouri, and St. Louis Bar Associations, the National Association of Cost 
Accountants, and the American Economic Association. 

Mr. Neuhoff has spent a decade or more in perfecting this system 
for drafting wills and testamentary trusts. We are privileged to publish 
it — in a series of instalments of which this is the first—Editor’s Note. 


HE system of paragraphs for the draft- 

ing of wills is in use in our office. Each 
numbered paragraph is on a separate sheet 
and these sheets are contained in a multiple 
ring binder which permits each paragraph 
to be offset approximately one-half inch so 
that the number and heading at the top are 
visible. 


The system, which is set out below, dif- 
fers from the usual compilation of forms 
which, coming from different sources, do 
not fit well together. In general, these para- 
graphs can be used together. There has been 
no inclination to suggest several ways of 
doing the same thing. The one way which 
was deemed best or, at least, satisfactory, 
was suggested. Needless to say, no one but 
a lawyer should attempt to make any use of 
the system. 


As a matter of convenience, these para- 
graphs are prepared on the following as- 
sumptions: 


1. That the trust is in a will. If the para- 
graphs are used for an inter vivos trust, 
there may be a violation of the rule against 
perpetuities by provisions which would not 
violate the rule if used in a will. 

2. That there will be two or more trustees 
and two or more executors. 

3. Where possible, reference to a partic- 
ular paragraph in the will by number has 


been avoided. In actual practice it may be . 


desirable to introduce such references. 


4. Divisions of a will are: (a) Clause; 
(b) Paragraph; (c) Sentence. 


Remember that “no will has a brother.” 


Class A. Publishing Clause Including 
Codicils 


Publishing clause—ordinary 


| re 
, do hereby make, pub- 
lish and declare this ‘to be my Last Will and 
Testament, and hereby revoke any and all 
other wills and codicils heretofore made by 
me. 


Publishing clause—widow 


do hereby make, publish and declare this to 
be my Last Will and Testament, and hereby 
revoke any and all other wills and codicils 
heretofore made by me. 


Note: The phrase “hereby revoking” in 
place of “and hereby revoke” would be 
shorter but is not deemed as good because a 
statement that the testator is “revoking” by 

. making the later will would be a conclusion 
of law. Long usage has sanctioned “hereby 
revoking” as meaning “and hereby revoke,” 
however. 


Publishing clause of a First Codicil No. A 3 


State of , Testator in the attached 
and foregoing Last Will and Testament 
dated the 
witnessed by 

do make, publish and declare 
this First Codicil to my said Last Will as 
follows, to wit: 


Caution: Use only if attached to will; oth- 
erwise alter to suit. 
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Publishing Clause of a Second Codicil 
No. A 4 


ea 

State of . , do hereby make, publish 
and declare this < as a Second Codicil to my 
Last Will and Testament dated the ___:. day 
of _............, witnessed by A, B and C as 
subscribing witnesses, said Will having been 
heretofore modified by a First Codicil dated 
the __. day of _.., and said First 
Codicil having been witnessed by A, C and 
D as subscribing witnesses, and I do here- 
by republish, ratify and reaffirm my said 
Last Will and Testament in all respects as 
modified by said First Codicil and by this 
Second Codicil. 


Note: This takes care of a case where the 
witnesses to the Will and the First Codicil 
were not identical. 


Class B. Debts, Funeral Expenses, 
Cemetery Care and Use 


To pay debts, etc. No. B 5 

I direct my EXECUTORS to pay, out of 
my estate, all of my just debts, including the 
expenses of my last illness and funeral ex- 
penses. 


& STATEWIDE 
TRUST 
SERVICE 


This bank offers the most extensive 
trust service in California through 
fully equipped trust departments in 
branches located at strategic points 
throughout the state. 


Bank of America 
NATIONAL TRUSTS? ASSOCIATION 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
MEMBER FEDERAL RESERVE SYSTEM 


Main offices in the two reserve cities of California 
San Francisco — Los Angeles 
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Note: This clause is probably not needed 
in any modern jurisdiction, since the law 
would so provide, but best practice is to in- 
clude it. Unless this clause appears, probate 
court may refuse to allow wife’s funeral ex- 
penses to be paid out of her estate, where 
husband is able to pay them. 


Grave care No. B 6 
I give and bequeath to Ceme- 
tery Association the following sums of 
money for perpetual care of the graves of 
the following persons, to wit: ONE HUN- 
DRED DOLLARS ($100.00) for the grave 
of my father, A; ONE HUNDRED DOL- 
LARS ($100.00) for the grave of my moth- 
er, B; and ONE HUNDRED DOLLARS 
($100.00) for the grave of my brother, C. 

My EXECUTORS may pay out of my es- 
tate, and to such person or persons as they 
may deem proper, such sum or sums of 
money, if any, as they shall, in their discre- 
tion, determine to be reasonable for the pur- 
pose of providing perpetual care for my 
grave and the grave of my wife, D, whether 
or not she shall predecease me. 

The above provisions shall not apply to 
any of the graves above mentioned for 
which perpetual care has been arranged 
during my lifetime. 


No. B 7 
Cemetery, lo- 


Cemetery lot 

I own’ a lot in 
cated at . It is my wish that after 
I am buried on this lot, my son, A, shall 
have the right to use all of the remaining 
available portions thereof for the burial of 
himself and his family. 


Note: Such a provision is probably pre- 
catory only. See Brunton v. Roberts, 97 

W. (2d) 413, to effect that regardless of 
any devise, cemetery lot descends to lineal 
descendants. 


Class C. Bequests of Personalty 


Cash bequests with provision for lapse and 
for payment in kind No. C 8 
I give and bequeath the sum of 
THOUSAND DOLLARS ($_. 
apiece to each of the following persons: 
To my granddaughter, A 
To my grandson, B 
To my granddaughter, C 
To my grandson, D 


If any of the persons named as benefici- 
aries in this Clause of my Will shall 
not be living at the time of my death, then 
the above bequest or bequests of $ 
each to said person or persons so predeceas- 





ing me, shall lapse and shall go as a part of 
the residue of my estate. My EXECUTORS 
hereinafter named may in their sole discre- 
tion pay any one or more of the above be- 
quests in full in cash, or in part cash and in 
part other assets of my estate, or they may 
pay the same in full in such other assets, 
the value of said assets other than cash 
turned over to said beneficiary or benefici- 
aries to be computed at the valuation placed 
thereon by my said EXECUTORS. 


Bequest cancelled if similar bequest made 
by husband No. C 9 


In the event my husband, 

shall have predeceased me, and shall not in 
his Will have made a bequest to A, then I 
give and bequeath unto the said A the sum 
of , provided that if she shall 
not survive me said bequest shall lapse and 
drop out, and shall go instead as a part of 
the rest and residue of my estate. 


Certain useful personalty to A and B or 
survivor, otherwise to C No. C 10 
All pictures, silver plate, household goods, 

furniture, furnishings and equipment, auto- 

mobiles, and articles of personal use or di- 

version, if I own any articles answering the 

above description at the time of my death, 
together with all of my clothing and jewelry 
that I own at the time of my death, I give, 
devise and bequeath equally to A and B, if 
living, and if either shall predecease me, 
then I give all thereof to the survivor, and 
if both A and B shall predecease me, then 

I give all thereof instead to C as his own 

absolutely, provided that he survives me. 


Note: This clause is appropriate when 
the first two takers are children of testa- 
trix and the third is the husband. 


Useful personalty to A with alternate dis- 
position, finally going as part of residuary 
estate No. C 11 
I give and bequeath all of my jewelry, 

automobiles, household goods and furnish- 
ings and other personal effects to A, if he 
survives me, but if he does not survive me, 
said property shall go instead to B, if he 
survives me, but if he does not survive me, 
then it shall go as a part of the residue of 
my estate. 


Note: If jewels etc. are mentioned, in- 
heritance tax appraisers are inclined to 
look for them. 


Useful personalty to wife, ete. -No. C 12 
I give and bequeath all of my clothing, 
jewelry, books, pictures, articles of personal 


287 


use or diversion, automobiles, gold and sil- 
ver plate, household goods, provisions, of- 
fice furniture, furnishings and equipment, 
and libraries, to my wife, A, if she survives 
me, otherwise it shall go as a part of the 
residue of my estate. 


Useful personalty to wife with alternate 
disposition No. C 13 


I give and bequeath all of my clothing, 
jewelry, books, pictures, articles of personal 
use or diversion, automobiles, gold and silver 
plate, household goods, provisions, furni- 
ture, furnishings and equipment (if I own 
any articles of the said description at my 
death) to my wife, A, if she survives me, but 
if she does not survive me, said property 
shall go instead equally to my children living 
at my death, and if there be none, then it 
shall go as a part of the residue of my es- 
tate. 


Note: Do not use if children of testator 
are minors. 


Alternate disposition to adult. children 
No. C 14 


I give and bequeath all of my clothing, 
jewelry, books, pictures, articles of personal 


FOR YOUR FINAL AUTHORITY, Get Now: 
MONTGOMERY'S 


Federal Taxes on 
Estates, Trusts and 


Gifts 1945-46 


L ATEST ISSUE of this ir- 


replaceable guide to estate plan- 
ning, and to what can and 
cannot be done to ease taxes 
involved in gifts, use of trusts 
and testamentary dispositions— 
including related income tax. 
Advice founded in experience 
of an organization of lawyers 
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individual estate transactions; 
best ways to provide for descent 
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wills and trust indentures; use 
of tax-saving options. 
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tax questions.”’—Lawrence A. Howard, Day, Berry & 
Howard, Hartford. 


“The Montgomery books are a valuable, constant com- 
panion, and I do not see how any lawyer ... can get 
along without them.’—Charles P. O'Malley, O’Malley, 
Harris, Harris & Warren, Scranton. $7.50 


THE RONALD PRESS COMPANY 
15 East 26th Street New York 10,N.Y. 
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use or diversion, automobiles, gold and sil- 
ver plate, household goods, provisions, fur- 
niture, furnishings and equipment (if I own 
any articles of the said description at my 
death) to my wife, A, if she survives me, but 
if she does not survive me said property 
shall go instead equally to my adult children 
living at my death, and if there be none, 
then it shall go as a part of the residue of 
my estate. 


Note: This avoids giving personal prop- 
erty to minors. 


Specific personal property to husband con- 
ditional on survival No. C 15 


Provided that my husband survives me, I 
give and bequeath to my husband ___________. 


To father and mother, otherwise to four 
charities No. C 16 


I give, devise and bequeath all of my prop- 
erty, real and personal, wherever situated 
and whether acquired before or after the 
execution of this Will, in equal shares to my 
father, A, and to my mother, B, in fee sim- 
ple absolutely if living, provided that if 
either of my said parents shall have died all 
of said property shall go instead to the sur- 
vivor of my said parents. And provided 
further that if neither of my parents shall 
survive me, or if both of my parents shall 
perish in a common disaster with me under 
conditions by which it is not readily deter- 
minable which of us survived the other, then 
in any such event, I give, devise and be- 
queath all of my said property, real and per- 
sonal, instead to the following four organ- 
izations (or funds) in equal parts: (1) The 
Re . Church, now located at : 
(2) The Synod of Missouri, Ohio 
and other States presently located at _.____. 





To Trust Officers 


We locate missing heirs and bene- 
ficiaries at our own expense and risk. 
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termination of trusts. Explanatory 
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; (3) The Home Mission Fund of the 
Synod of Missouri, Ohio and 
other States; and (4) The 
presently located at , Chicago, Illi- 
nois, all in fee simple absolutely, provided 
that if any of said organizations (or fund) 
shall not be in existence or shall be unable 
or unwilling to accept and receive any such 
share, then such share shall go instead to 
increase equally the shares of the other or- 
ganizations (or fund) mentioned above. 


Note: Names of organizations are indi- 
cated to show how fact that one was a 
“fund” was handled. 


Dividing between wife’s relatives and hus- 
band’s relatives No. C 17 


I give, devise and bequeath all of my 
property, real and personal, wherever sit- 
uated, and whether acquired before or after 
the execution of this Will, to my husband, 
A, in fee simple, as his own absolutely, pro- 
vided, however, that if my said husband, A, 
fails to survive me or perishes in a common 
disaster with me, then, in either such event, 
all of my said property shall be divided into 
two (2) equal parts and shall go as follows: 


(A) One of said two (2) equal parts, 
hereinafter sometimes referred to as “Part 
A,” shall go to my mother, B, provided that 
she survives me; but if, however, my mother 
fails to survive me, then it shall go to my 
brothers, C and D, and my sister, E, in equal 
shares, but in the event any one of them 
shall fail to survive me, then such deceased’s 
share or shares shall lapse and drop out and 
go to increase the share of the survivor or 
survivors of them; but should all of the 
persons named in this subparagraph A fail 
to survive me, then said Part A shall go to 
increase and pass with that part of my es- 
tate hereinafter designated as “Part B.” 


(B) The other of said two (2) equal 
parts, hereinafter sometimes referred to as 
“Part B,” shall go to my husband’s mother, 
F, provided that she survives me; but if, 
however, my husband’s mother fails to sur- 
vive me, then it shall go to my husband’s 
sister, G, and my husband’s nieces, H and I, 
in equal shares, but in the event any one of 
them shall fail to survive me, then such 
deceased’s share or shares shall lapse and 
drop out and go to increase the share of the 
survivor or survivors of them; but should 
all of the persons named in this sub-para- 
graph B fail to survive me, then said Part B 
shall go to increase and pass with that part 
of my estate hereinabove designated as 
"rest 4.” 





Insurance policies now in trust to A 
No. C 18 
Provided that A survives me, I give and 
bequeath unto him absolutely all of my 
right, title and interest in and to any poli- 
cies of insurance upon the life of A, includ- 
ing the right to revoke any life insurance 
trust which I may have created, and to re- 
possess the policies in said trust. 


Note: Where a husband has turned over 
to his wife all ownership in life insurance 
on the husband’s life, this clause is appro- 
priate to revest the policies in the husband 
in ease of the wife’s prior death. 


Reference to a non-binding memorandum 
No. C 19 


In the event that A shall by reason of the 
provisions of Clause - _.. become the legal 
owner of any of my said clothing, books, pic- 
tures, articles of personal use or diversion, 
automobiles, gold and silver plate, household 
goods, provisions, furniture, furnishings 
and equipment, or any of my said jewelry, 
then, in the event that I shall leave a written 
memorandum showing a suggested disposi- 
tion of any or all of the said articles, it is my 
hope and wish that such suggested disposi- 
tion of said articles will be adopted by A so 
receiving said property. I recognize that this 
expression of a desire upon my part is not 
legally binding and does not in any way 
qualify the disposition made in this Will. 


Class D. Devises of Real Estate 


Real estate devised with particular descrip- 
tion, conditioned on survival Class D 20 


I give and devise unto A the piece of im- 
proved real estate which I now own, known 
as _ Street, in the City of _....___, 
in City Block ____., and fronting ___________. 
( ) feet on the _.______ line of ee 
Street, provided that said A shall survive 
me, but if he does not survive me this de- 
vise shall be void and said property shall go 
as a part of the residue of my estate. 


Note: If there is a mortgage on the prop- 
erty, consider whether under the law of the 
jurisdiction, the devisee will be entitled to 
exoneration. 


Class E. Disinheriting Clauses 


Disinheriting by giving one dollar No. E 21 


1 give the sum of ONE DOLLAR ($1.00) 
apiece to each of the following persons, to 
wit: 


FUNDING CORPORATION 


“.. POR 
Ks RK 
sues NEW YO 


UNFORESEEN 16 
NEED” NEW YORK 





Note: This may cause annoyance if the 
legatee refuses to accept the dollar and give 
a receipt and it becomes necessary to make 
payment to the State to get discharge from 
the Probate Court. 


One Dollar to children including afterborn 
No. E 22 


I give the sum of ONE DOLLAR ($1.00) 
apiece to each of my children, A and B, and 
likewise I give the sum of ONE DOLLAR 
($1.00) to each child that may hereafter be 
born to me. 


Note: Do not rely unnecessarily on the 
part as to afterborn children. See annota- 
tion 152 A.L.R. 723 “Disinheritance pro- 
vision or mere nominal bequest as affecting 
application of statute for benefit of preter- 
mitted chi'dv’en.” Sometimes it is best to 
omit disinheritance of afterborn children on 
the theory that either testator should make 
a new will containing more adequate pro- 
vision for them or they skould be treated as 
pretermitted under the state statute. 


Disinheriting a brother No. E 23 


The provision I have made for my broth- 
er, A, is in recognition of the fact he has, 
since the death of my husband, devoted him- 
self to the care of myself and my mother, 
which, on account of my mother’s extreme 
age and infirmities and the state of my 
health, has been quite! a burden on him. I 
have intentionally made,no provision for my 
other brother, B, who left home many years 
ago. 


_All to husband, disinheriting daughter 


No. E 24 

All of the rest, residue and remainder of 
my property, real and personal, wherever 
situate and whether acquired before or after 
the execution of this Will, I give, devise and 
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bequeath to my husband, A, as his own abso- 
lutely, provided that he survives me, and in 
such event neither my daughter, B, nor any 
other descendant of mine shall receive any- 
thing under this Will for the reason that 
she and they have been adequately provided 
for. If my husband fails to survive me, said 

property shall go instead as provided below. 


Sons who have been absent No. E 25 


Inasmuch as the whereabouts of two of 
my sons, A and B, are unknown to me and 
they have not communicated with me for a 
long time, I do not leave them or any of their 
descendants anything under this Will. 


Class F. Residuary Clauses 
(not in trust) 


Everything to A No. F 26 


I give, devise and bequeath all of my 
property, real and personal, wherever sit- 
uate, and whether acquired before or after 
the execution of this Will, to A, as his own 
absolutely. 


Note: This clause has limited use because 
in case of death of A before the testator, it 
will depend on the state law and the rela- 
tionship of A to the testator whether others 
will take by representation. A testator will 
not ordinarily visualize this situation. 


All to wife, with alternate disposition to son 
No. F 27 

All of the rest, residue and remainder of 
my property, real and personal, wherever 
situate and whether acquired before or after 
the execution of this Will, I give, devise, and 
bequeath unto my wife, A, provided that she 
survives me; but if she does not survive me, 
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then I give said property, instead, to my son, 
B, provided that he survives me, but if he 
also shall fail to survive me, then I give said 
property, instead, equally to the children of 
my said son, if any, living at the date of my 
death, provided that there be any such; and 
provided further that if there be no child 
or children of my said son, living at the date 
of my death, then said property shall go, in- 
stead, to the widow of my said son if my 
son, having died before me, shall have left 
any widow him surviving and said widow 
shall be living at the date of my death; pro- 
vided further, that if any of the children of 
my said son entitled to take any share of my 
estate under this clause shall be a minor un- 
der the age of twenty-one (21) years at the 
date of my death, then such share shall go 
instead into a trust for the benefit of said 
minor as provided below in this Will. 


Residue to son and daughter if they survive, 
otherwise to husband No. F 28 


In the event that my husband survives 
me so that the bequest to him of 
is effective, then I give, devise and bequeath 
all of the rest, residue and remainder of my 
property, real and personal, wherever sit- 
uate and whether acquired before or after 
the execution of this Will to my said son 
and my said daughter in equal parts, share 
and share alike, provided that if either of 
them shall fail to survive me, then I give all 
thereof to the survivor; and provided fur- 
ther that if both my said son and my said 
daughter fail to survive me, then I give all 
of said property instead to my husband as 
his own absolutely. 


(To be continued next month) 
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A POLICY FOR COOPERATION 


Between Lawyers and Trust Institutions 


WALTER E. BRUNS 
Vice President and Trust Officer, Bank of America N. T. & S. A., San Francisco 


EN years ago, as a result of rather bit- 

ter controversy between the lawyers of 
California and its trust institutions, an ex- 
tremely wise step was taken. The State Bar 
of California appointed a Committee of 
three very outstanding lawyers, and the 
banks appointed three broad-gauged bank- 
ers to form a joint Committee of the Bar 
and the banks to look into all matters which 
had caused the previous disputes. This Com- 
mittee labored long and intelligently. The 
members met each other in the spirit of give 
and take, but no punches were pulled. The 
bankers learned a great deal of the lawyers’ 
problems and the lawyers in turn learned a 
great deal of the banks’ problem in so far 
as the Trust Department is concerned. 

The result was a treaty which was sub- 
scribed to by the banks and by the State 
Bar. It is a simple, readable document, free 
of ambiguity and double talk, but it defines 
completely the field for trust company oper- 
ations and preserves to the members of the 
Bar their prerogatives as lawyers. This 
treaty, since the day it was signed, has 
never been amended and I know of no se- 
rious objection to it on the part of either 
banks or lawyers. 

Permissible Activities 

NDER the provisions of this treaty a 

standing committee of lawyers and 
bankers functions at all times to receive 
and hear complaints. The treaty provides 
that banks and trust companies may not 
draft Wills either through at- 
torneys on the staff of the 
trust companies or through 
attorneys. retained by the 
banks, but trust companies 
are permitted to draw private 
trust agreements, provided 
only that all such agreements 
are approved in writing by 
outside attorneys of the trus- 
tor’s choice before being exe- 
cuted. 

In arriving at the conclu- 
sion that it would be proper 
for trust companies to draft 
private trust agreements un- 
der which they are called upon 
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to act, the lawyer members of the Commit- 
tee recognized that banks had no desire to 
draft trust instruments per se, but that 
they unquestionably had developed special 
talents for drafting such instruments in a 
way that would make the trust workable 
from a practical managemenf standpoint. In 
the matter of drafting deeds and other docu- 
ments used in handling escrows, a practical 
viewpoint was taken. 


Attorney Selection 


OME trust men frankly expressed the 

opinion that the bank representatives 
had sold them down the river and, I have no 
doubt, some lawyers felt that the treaty 
was too favorable the other way. Trustmen 
were afraid that under the terms of the 
treaty banks would find it difficult to secure 
appointments under Wills because they felt 
that in the drafting of Wills certain pros- 
pects might be dissuaded from their pur- 
pose by counsel. This has not proved to be 
the case except in isolated instances. 

From the trust company standpoint, the 
solicitation of Wills assumed a greater dig- 
nity and the nominations’ which have been 
secured in the past ten years show a smaller 
rate of lapsation. Under the treaty, after 
the prospect is apparently sold by the solici- 
tor, he must of his own volition call on an 
attorney of his own choice and direct that 
attorney to prepare his Will and name a 
bank as executor or trustee therein. If, as 
frequently happens, the prospect states that 
he has no attorney, he is 
shown a list of attorneys from 
which to choose. Names are 
frequently rotated and even- 
tually a very large group of 
attorneys’ names appear on 
these lists. 

There are, of course, those 
lawyers who frankly want to 
name themselves as executor 
or who recommend an office 
associate as executor. To these 
lawyers we say in effect: You 
and we are competitors; the 
public will eventually decide 
whether they want a profes- 
sional corporate executor or 





" friendship 
The high cost of tiving_ 
still troubles his heirs 


@ The joint bank account that Gregory Whitmore* opened 
with a friend was expensive for Whitmore's heirs. 

He created the joint account so that his friend could withdraw 
money needed from time to time. Upon his death the friend 
withdrew all the money. 

In the subsequent court action the heirs lost all claim to the 
substantial sum involved. They argued it had been Whitmore’s 
intention that the friend should use only as much of the funds 
as was necessary for Whitmore’s care and for the funeral, The 
court ruled that the money belonged to the friend as survivor 
since no fraud or undue influence had been shown. 


MORALS 4 joint bank account may be a hazardous substitute for a 
legal Will. Always see an attorney for assistance in safeguard- 
ing your wishes. 


Fer eny lege! matters, including Wills, consult on attorney. For experienced service 
in estate monagement, consult officials of the Trust Department of this bank. This 
depertment is well equipped to serve you os executor and trustee or in any other 
trust copacity. 


*Name is fctitions, The case, however, is taken from 
legal archives, 


One of series of Bank of America’s ads 
- emphasizing importance of lawyer’s services 





an attorney to act as executor; we intend to 
do everything in our power, through adver- 
tising and direct solicitation, to help the 
public make up its mind. 


Stress Lawyer’s Role 


T is my observation, in dealing with a 

great many lawyers in California, that 
most lawyers today believe that there is a 
proper and necessary field for a trust com- 
pany and that it is a field separate and apart 
from the practice of law. As a result, we are 
constantly receiving appointments under 
Wills where we as a bank have had no part 
in the solicitation except in so far as gen- 
eral advertising and other means of pub- 
licity may have been effective. 


We as trust companies, not only because 
we appreciate the cooperation received from 
members of the Bar of California generally, 
but because we are completely convinced 
that it is in the interest of our customers 
and friends to urge them to seek legal coun- 
sel whenever they are engaged in transac- 
tions in which counsel is desirable, felt that 
we could properly stress the need of a law- 
yer’s advice and counsel through the me- 
dium of newspaper advertising. 
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In this phase of our cooperation with law- 
yers we have worked closely with the State 
Bar’s Committee on Public Relations. That 
Committee, in a recent report, stated among 
other things: “. .. many concerns have gone 
further and urged the public to consult a 
lawyer on all legal matters, pointing out the 
difficulties which may thereby be avoided, 
In addition to a number of local concerns 
carrying such copy in their advertising, one 
large banking system with branches 
throughout the state has carried three series 
of advertisements in 27 daily newspapers 
throughout the state.” 


Approval by Bench and Bar 


HE latter statement is a reference to 

our three series of case histories which 
have been running in newspapers through- 
out California for the past three years. The 
many hundreds of letters which we have 
received from judges, officials of our State 
Bar, officers of County Bar Associations, 
and individual lawyers have convinced us 
that there is a need for such advertising, 
and we believe it has gone a long way in 
convincing substantially all members of the 
Bar that trust companies are interested only 
in the business of managing and handling 
estates and trusts and that we want the pub- 
lic to know that this is our sole business. We 
are just as sincere in wanting the public to 
know that it is in their best interests to con- 
sult a lawyer rather than to trust to a lay- 
man’s judgment in the many intricate legal 
problems governing. everyday business 
transactions. 


An Associate Justice of our Supreme 
Court probably expressed the sentiment of 
the Bar toward this type of advertising 
when he wrote us as follows: 


“T am sure that the lawyers of this state 
appreciate to the fullest extent the efforts 
that you are making to bring to the attenion 
of the public the necessity of legal advice 
before acting upon important matters. Such 
efforts on the part of your bank with its 
high stand ng in this state will be most ef- 
fective and cannot help but resuit in mate- 
rial benefit to the attorneys of the state. 
While not practicing myself I have many 
friends among the attorneys of the state, 
among them my own son, and I know that 
they will fully appreciate the fine work that 
you are doing in behalf of the profession. 
As a member of the profession and interest- 
ed in it and in the success of its members, 
I wish. to thank you for this splendid con- 
tribution that you are making on behalf of 
the lawyers of the state.” 





“BANK DIRECTORS AND 
TRUSTEESHIP” 


The first suggestion for improving 
trust service made by Gilbert T. Stephen- 
son at last month’s Mid-Winter Trust 
Conference was to urge directors of the 
bank to read L. K. Elmore’s article with 
the captioned title which was published in 
Trusts and Estates in April 1944. We 
have run off reprints of this excellent ar- 
ticle and are making them available at 
the nominal cost of 10 cents each. Address 
your requests to 50 East 42nd St., New 
York 17. 





Several County Bar Associations adopted 
resolutions of which the following is an ex- 
ample: 


“At the March 2nd meeting of the __________. 
County Bar Association there was consider- 
able favorable discussion of the recent cam- 
paign carried on by Bank of America 
through newspaper advertising. The _______. 
Association instructed its Secretary to ex- 
press its appreciation to the Bank of Amer- 
ica for the good start made in this educa- 
tional campaign and to express the hope 
that the public may benefit from the knowl- 
edge gained through this advertising.” 


Letters from many prominent lawyers 
throughout the state demonstrate to us that 
lawyers and trust companies respect each 
other and that between them they perform 
a needful service to the public. 





Indiana Trust Conference 


The fourth Trust Conference sponsored by 
the Indiana Bankers Association at Indian- 
apolis in January was attended by more than 
200 trustmen, bankers. and attorneys. Dr. Mar- 
cus Nadler of New York University, speaking 
at the luncheon session, opposed the Treasury’s 
financing and debt policies. An exposition of 
his ideas will be found in the February issue 
of Trusts and Estates, page 203. 


Glenn A. Biggs, trust officer of The Fifth 
Third Union Trust Company of Cincinnati, dis- 
cussed a practical cost analysis system for 
trust departments. 


Albert Journeay, vice president of The Purse 
Company, listed eight requisites for successful 
development of new trust business: a trust 
minded president, a capable and energetic 
trust officer, an able trust committee, modern 
mechanical methods, improved investment pro- 
cedure, a persistent program of advertising 
and solicitation, closer cooperation with. at- 
torneys and life underwriters, and cooperation 
of the bank staff. ; 

Chase Harding, President of the Indiana 
State Bar Association, advocated adoption of 
the Prudent Man Rule for trust investment. 
Praising the clarity and simplicity of Indiana’s 
probate code and statutes of descent, Mr. 
Harding urged a movement to have all the 
statutory law placed on the same basis. 

The closing feature of the Conference was 
a panel presided over by R. Floyd Searer, vice 
president and trust officer of First Bank and 
Trust Company, South Bend, who handled 
questions on operations. Kurt F. Pantzer and 
Merle H. Miller, local attorneys, answered 
queries on law and taxation, respectively. 

Chairman of the Conference was William C. 
Griffith, president of the Indiana Trust Com- 
pany, Indianapolis. Evans Woollen, Jr., pres- 
ident of Fletcher Trust Company, Indianapolis, 
and vice president of the American Bankers 
Association Trust Division, presided at the 
luncheon session. 
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New 1946 Edition of 


PUBLIC UTILITY BONDS 
and 


PUBLIC UTILITY 
PREFERRED STOCKS 


Comparative Statistical Data 


Containing all major new issues from 1934 to the end of 
1945. This booklet, the first since 1943, lists 319 bond 
and preferred stock issues of Electric, Gas and Tele- 
phone Companies. 


Many factors considered indispensable in valuing and 


supervising such securities are shown. Included are re- 

demption features, original offering data, legality and 
Pp > » 1€g ) 

pertinent capitalization, property and earnings figures 


and ratios. 


A copy will be sent to Institutional Investors, Public 
Utility Executives and Security Dealers on request. 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst and Consultant, New York City 


GIFTS OUTRIGHT OR IN TRUST 


HE following comparisons of tax points 

may prove helpful in making the deter- 
mination as to whether it is more economi- 
cal to make a gift outright or in trust. 


Tax Point 


General $30,000 Gift Tax exemption al- 
lowed ? 


Annual $3,000 Gift Tax exclusion? 


Subject to Estate Tax in donor’s estate? 
Subject to tax in estate of beneficiary? 


Income taxed to beneficiary? 


Gains on securities taxed to beneficiary 


It is apparent that a gift in trust can ac- 
complish greater tax savings than a gift 
made outright. There are, of course, non- 
tax advantages to the trust form of gift; by 
the selection of a competent bank or trust 
company as trustee, the fund may be better 
conserved and the beneficiary better pro- 
tected. Such a trust may also be coordinated 
with the over-all estate plan of the donor. 


CORPORATION PURCHASE OF ITS 
STOCK AT DEATH OF A 
PRINCIPAL STOCKHOLDER 


T has long been considered that the best 

type of plan to accomplish the purchase 
of a deceased stockholder’s interest in a 
closely held business enterprise is to have 
all the stockholders enter into an agreement 
whereby those who are to be the survivors 
agree to purchase the interest of the stock- 
holder who dies. In order to. provide the 
funds with which to accomplish such pur- 
chase, each stockholder carries insurance on 
the lives of the other stockholders and pays 
the premiums himself. The corporation is 
not a party to the agreement; the only in- 
direct participation of the corporation would 


be in some cases where it is considered ad- 
visable for it to increase the salaries of the 
officer-stockholders in order to provide them 
with the funds required to pay the insur- 
ance premiums. 


Outright 


Gift Gift in Irrevocable Trust 


Yes 
Yes 


Yes 


No, as to deferred or remainder in- 
terests. 


No 


No, unless beneficiary is given tax- 
able power of appointment. 


Yes, if beneficiary receives it, but 
no, in states allowing income 
accumulations in trust. In lat- 
ter event, income is taxed to 
trust. 


No, taxed to trust. 


Because of the drastic personal income 
tax rates, individuals these days do not have 
surplus annual income for investment pur- 
poses. Therefore, in order to fund these 
stock purchase plans properly, it is neces- 
sary to re-examine the reasons why the cor- 
poration itself has not played the role of 
purchaser of a deceased stockholder’s in- 
terest and the role of premium payer and 
beneficiary of the policies on the lives of the 
stockholders. 


Under the laws of some states, a corpora- 
tion is permitted to buy its own stock only 
out of earned surplus. Therefore, if such a 
corporation had entered into an agreement 
with a stockholder to purchase his stock at 
death, the plan would be upset if the corpo- 
ration at that time did not have an earned 
surplus account sufficient to cover the pur- 
chase price. In re-analyzing this point, how- 
ever, it would appear that those companies 
maintaining large earned surplus accounts 
could safely agree to buy their own stock. 
The plan could further be strengthened if 
the corporation entered into an agreement 
to buy its stock through a trustee to whom 
the proceeds of life insurance policies would 
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be payable. In other words, the corporation 
would supply earmarked funds with which 
to purchase such stock in the form of life 
insurance proceeds, which would constitute 
earned surplus when received. As to corpo- 
rations in states not having this restriction, 
the point is of no moment. 


The second reason for not having the cor- 
poration as beneficiary of life insurance 
policies was that upon the death of a stock- 
holder, the proceeds of the policies would in- 
crease the value of the stock for estate tax 
purposes in the estate of the deceased stock- 
holder. However, a binding purchase and 
sale agreement establishes the sales price 
which should be the accepted value for es- 
tate tax purposes. Also, for some years now 
we have had the optional method of valuing 
assets for purposes of estate taxes, under 
which the executor may value assets as of 
one year after the date of death, with assets 
sold during the interim being taken at the 
value of the proceeds received through such 
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sale. Therefore, it may be assumed that the 
sale will be consummated within a year of 
the stockholder’s death at a valuation fixed 
by agreement. In such cases, the mere re- 
ceipt by the corporation of life insurance 
proceeds could not cause the stock to receive 
a higher valuation than the proceeds of sale. 


Another point often raised against hav- 
ing a corporation pay the premiums on in- 
surance policies on its stockholders for pur- 
poses of buying their stock was that each 
stockholder in effect would be paying part 
of the premiums on the policy on his own 
life. However, a proper adjustment can be 
made for this situation when establishing 
the price at which the corporation is to pur- 
chase the stock. 


There is an important adventage in hay- 
ing the corporation carry the insurance poli- 
cies on the lives of the. officer-stockholders. 
The cash values of the policies would appear 
on the corporation balance sheet as an in- 
creasing asset. As every corporation natur- 
ally has an economic interest in its execu- 
tives, it is proper that the corporation 
should cause to be underwritten the risk in- 
volved if an executive should die, for at such 
time the business would probably suffer an 
economic loss. The life insurance policies, 
therefore, although originally earmarked 
for purposes of buying a deceased stock- 
holder’s stock, could also supply protection 
to the corporation against the loss of a key 
executive. It is believed that the cash values 
of such life insurance policies would repre- 
sent necessary surplus to the corporation, 
not subject to the imposition of a penalty 
surtax on the accumulation of wnnecessary 
surplus. 


LIFE INSURANCE PREMIUM 
OPERATING STATEMENT 


WNERS of life insurance policies are 

not generally acquainted with the an- 
nual operating position of their policies. 
They pay an annual premium, receive back 
a dividend, have credited to the policy’s cash 
value a current increase, and many are un- 
der the mistaken impression that the net 
difference between these figures is the net 
cost of their policy. The policyholder thus 
loses sight of the fact that the cash value 
reserve in his policy is not a dormant asset 
and that the face amount of the policy is not 
all insurance. The following form will show 
a policyholder what happens within his pol- 
icy each year. 





Policyholder Deposits 


Gross Premium Paid 
3% Interest on Current Cash Value 
Reserve! 


ee oe 


1Automatically credited by insurance com- 
pany each year. 


The excess of deposits over credits repre- 
sents the true cost for the year of the 
amount of insurance currently at risk in his 
policy — which is only the difference be- 
tween the face amount and current cash 
value reserve of the policy. The rate of in- 
terest credited each year on the reserve is 
stated in each policy (3% was arbitrarily 
used for the above form). Upon examina- 
tion, it will be found that a good part of the 
cost of insurance at risk is paid for by in- 
terest earnings credited on cash reserves, 
and not by the current premium, which in 
large proportion is added and credited im- 
mediately to current cash value to earn ad- 
ditional interest for subsequent years. The 
interest earnings on cash reserves are not 
subject to current income tax, unless a pol- 
icyholder drops his policy during life and 
receives back more in cash surrender value 
and accumulated dividends than he has paid 
in premiums over the years. 


Another point to bear in mind is that the 


cash reserve of a policy earning interest is 


larger than the cash surrender value printed 
in the policy. In making this determination, 
to the cash surrender value of any year must 
be added any current surrender charge 
(which would be applicable only if the policy 
were dropped) together with the mortality 
charge of that year. This may appear some- 
what complicated, but any qualified life in- 
surance underwriter can make the calcula- 
tion for interested policyholders. 


Manufacturers Trust Company of New York, 
is distributing copies of its revised booklet on 
“Pension and Profit-Sharing Plans.” Since the 
previous edition in 1944, the Treasury has is- 
sued many new rulings on the law relating to 
employee benefit plans. The booklets contain 
the text of the law and the regulations, an 
analysis thereof, and model forms of Trust 
Agreements. 

es 0s 

On March 7, Samuel J. Foosaner, New Jer- 
sey legal editor of Trusts and Estates, began 
a series of twelve weekly lectures on Estate 
Planning, Business Insurance, and Employees 
Trusts. 


Policyholder Credits 


Dividends : Received 
Addition to Cash Value Reserve 


Total Credits 
Excess of Deposits Over Credits 





Community Trust Disburses 
Record Sum 


The New York Community Trust distributed 
$567,349 for philanthropic purposes in 1945, 
compared with $558,746 in 1944. Outpayments 
were made from 50 memorial funds to 226 
agencies in 28 states. During the period the 
trust dispensed a larger amount from more 
funds to a greater number of recipients over a 
wider area than in any prior year. © The aver- 
age payment was $2,510 in 1945; $2,972 in 
1944. . 

It was the twenty-second year of the Com- 
munity Trust’s grants that began with $20 in 
1924. An aggregate of $5,181,860 has been paid 
out, of which $2,224,174, or 48%, has been dis- 
bursed in the past 48 months. 

Seventy funds, ranging from under $1,000 
to over $1,000,000, are grouped in the Com- 
munity Trust for administration. The founder 
of each may designate the charitable purposes 
preferred but instructs the trust to make ap- 
propriate amendments if originally supported 
projects later become obsolete. Winthrop W. 
Aldrich is chairman of the Trustees’ Committee 
and Thomas M. Debevoise heads the Distribu- 
tion Committee. 
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ANSWERING OBJECTIONS TO PRUDENT 
INVESTOR RULE 


PERCY C. MADEIRA, JR. 
President, Land Title Bank & Trust Company., Philadelphia 


HE arguments on both sides of the 

Prudent Investor Rule are well summar- 
ized in a survey made by the Committee on 
Prudent Man Rule of Trust Investments of 
The American Bar Association. (See Jan- 
uary 1946 issue of Trusts and Estates, page 
90.) In Pennsylvania the objections to the 
Rule are one or more of the following: 


(1) A general dislike to 
funds in common stocks. 


The feeling, particularly on the part 
of small banks, that because they are 
not equipped with proper Statistical 
Departments they would prefer a list 
of legal investments prescribed by 
law, rather than attempt the respons- 
ibility of making this selection for 
themselves. 


The proposed statute authorizing the 
Prudent Investor Rule was so drawn 
as to make it retroactive and applic- 
able to all estates, even though the 
original instrument limited the trus- 
tee to “Legal Investments.” This is 
necessary and proper to give the rule 
its true application, but it has caused 
some opposition, especially from tech- 
nically-minded attorneys. 


invest trust 


(2) 


The answers to the various objections 
raised against the Rule are rather obvious. 
Small banks with no Investment or Statis- 
tical Departments can obtain data on securi- 
ties from their correspondent banks in the 
larger cities. If necessary, they also might 
continue to purchase from a legal list, even 
if the Prudent Investor Rule were in effect. 
Also the services of investment counsel and 
reports of the statistical services are always 
available. Lastly, they must have some es- 
tates in which they are given broad discre- 
tionary powers, which they probably exer- 
cise just as though the Rule were already in 
effect. 


Answering Other Objections 


T is an illusion to say that a fixed stand- 
ard rule on investments necessarily pro- 


Excerpts from address before Mid-Year 
Trust & Banking Conference of the New 
Jersey Bankers Association, Dec. 6, 1945. 


tects the Trustee. During the 1930’s most of 
the surcharges and litigation in estates in 
Philadelphia, at least, arose out of invest- 
ments made in mortgages, mortgage partici- 
pations, and real estate bonds, all of which 
were technically “legal” at the time they 
were made. 


There cannot be much uncertainty as to 
what is a prudent investment. It has been 
defined many times by the highest courts in 
many states where the Rule is in effect, and 
the overwhelming probability is that in a 
state adopting the Rule now for the first 
time these precedents would be followed by 
the courts in that jurisdiction, also local 
precedents in estates with wide discretion- 
ary powers. 


Common stocks are not necessarily a risky 
investment. Many of them are better invest- 
ments than many bonds, particularly stocks 
of companies with little or no debt or pre- 
ferred stock, or of great national or world- 
wide industries. 


There is no evidence in states having the 
Prudent Investor Rule showing that the pos- 
sibility of surcharge has increased. If a 
given common stock is bought by many 
Trustees, that mere fact is certainly strong 
evidence of the “prudence” of the invest- 
ment. 


There is no real evidence to show that the 
Rule imposes a substantial additional ex- 
pense on the trustee. If it does, the commis- 
sions on the higher income should offset any 
increase in costs. 


Three-Way Benefits 


Let us now consider the application of the 
Rule in actual practice to the parties direct- 
ly concerned. 


(1) Without question the life tenant 
benefits by the use of the Prudent Investor 
Rule because the income received from com- 
mon stocks will obviously be greater than 
that which can be obtained from nearly any 
class of security on the legal list, excepting 
mortgages, and the latter are now almost 
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solely to serve them. Members of this 
department are concerned equally with 
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them by these institutions. This aid is 
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impossible to obtain. Our bank’s Discretion- 
ary Common Trust Fund, despite a heavy 


investment in Government bonds, yields to 


a beneficiary almost 4%, and shows a very 
substantial appreciation in principal. No 
such result is possible with an estate lim- 
ited to legal investments. 

(2) Over a period of time it is likely that 
remaindermen are also helped by the Prud- 
ent Investor Rule, because, inevitably, some 
legal securities suffer a loss in every cycle 
of depression, and any loss in principal to 
an estate can never be made up if the Trus- 
tee is confined to fixed income investments. 
Unless purchased at or near the top of an 
inflationary period, good common stocks 
tend to increase in value over the years, and, 
consequently, this capital gain in these se- 
curities will offset losses in other invest- 
ments, and tend to protect the remainder- 
men. After 115 years of the Rule in Massa- 
chusetts, there seems to be no definite oppo- 
sition to it on the part of the remaindermen. 

(3) While the application of the Prudent 
Investor Rule may impose some slight addi- 
tional burden on the trustee, likewise, in 
many cases, it gives him further protection. 
If most of the trustees in a given state 
having the Rule invest in such well-known 
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common stocks as American Telephone & 
Telegraph Company, Standard Oil of New 
Jersey, General Motors, Pennsylvania Rail- 
road, or any of a long list of drug or chem- 
ical corporations, it would be hard to sur- 
charge any given trustee for making a pur- 
chase when he could produce evidence that 
numerous other trustees had made exactly 
the same investment. Finally, any good trus- 
tee today likes to give a real service to his 
beneficiaries and to do something more than 
fill up his estate with 242% Government 
bonds, the yield on other “legals” being so 
little more that it is hardly worth while to 
make the distinction. 

In conclusion, it is worth noting that in 
none of the 17 states where the Rule has 
been tried has it ever been abolished, which 
is probably the best evidence that both bene- 
ficiaries and trustees are satisfied with its 
practical application. 


0 


Morris M. Townsend has been appointed as 
director of the United States Treasury Depart- 
ment’s banking and investment section, sav- 
ings bond division, to succeed Stanley W. Pren- 
osil. Mr. Townsend was formerly with W. E. 
Hutton & Co. 
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COMMON TRUST FUNDS GROWING UP 


Poll Shows Preferences on Valuation Dates, Income Accounting 
and Other Factors 


RODMAN WARD 
Vice President, Equitable Trust Company, Wilmington, Del. 


‘(HE Handbook on Common Trust Funds 

which the Trust Division published in 
1939 is undergoing revision before a new 
edition is published. We thought it a good 
idea to draw on experience in making the 
revision, so we sent out a questionnaire to 
all trust institutions operating Funds. We 
have so far received answers as to thirty- 
one of the thirty-six Funds. 

Admission of new money to participation 
and withdrawal of money from participa- 
tion may, for obvious reasons, be made only 
as of a predetermined date as of which the 
Fund is valued, and these valuation dates 
must, by Regulation, occur at least quarter- 
ly. In twenty-six out of the thirty-one cases, 
the only specified valuation dates occur quar- 
terly. The others are on a monthly basis. 
Most plans provide that the Trust Invest- 
ment Committee may, from time to time, 
specify interim valuation dates as needed. 

In the Handbook, reckoning without the 
influence of the income tax, we recommended 
dates in the middle of a month. Only three 
out of the thirty-one followed our advice. 
Quarterly valuations at the ends of months 
are strongly indicated. Of the twenty-eight 
with quarterly valuations, only seven have 
these as of the last days of March, June, 
September and December. Of the others 
who choose the month end, six choose the 
last days of February, May, August and 
November, and eleven choose the last days 
of good old JAJO. One of the others chose 
the 15th of February, May, August and 
November. The remaining three chose ir- 
regular dates determined by the day of the 
week. 

The significant thing is that seventeen 
have chosen the last days of months other 
than.March, June, September and Decem- 
ber. Income tax is the answer. The end of 
the income tax year of all but three of these 
thirty-one Funds coincides with a valuation 


date. Twenty-one of them are on a fiscal year: 


basis for income tax. 


From address before Mid-Year Trust & 
Banking Conference of New Jersey Bankers 
Association, Dec. 6, 1945. 


There is less income tax work if a valua- 
tion date agrees with the end of an income 
tax year. There is a definite avoidance of 
peak work periods if the income tax year 
does not agree with the calendar year, not 
only because the calendar quarters tend 
normally to be the busiest periods, but also 
because you can have the last month or the 
last two months of the year in which to get 
your Common Trust Fund tax information 
ready before the real income tax rush from 
January to March 15. 

The vote is, therefore, strongly in favor 
of an income tax fiscal year and correspond- 
ing quarterly valuation dates. 


Leeway on Entries 


OBODY felt that changes seemed de- 

sirable in this respect, so it would seem 
we have a pretty strong answer in the af- 
firmative to the question: “Are quarterly 
valuation dates frequent enough?” 

As was to be expected, the consensus is 
that income distribution dates should agree 
with the fixed valuation dates. 

In this connection, the actual work of 
valuing and of putting entries on the books 
need not be made on the valuation dates 
themselves. In fact the Federal Reserve 
Regulations were recently amended to give - 
additional time for this. Seven days after a 
valuation date are allowed. However, the 
Regulations are very firm in requiring that 
you must decide and put down on paper be- 
fore the close of business on a valuation date 
what participations are to be issued and 
withdrawn, and no mind changing after- 
ward. 


Original Unit Value — Certificates 


EVENTEEN of the thirty-one agreed 

on $10 for the original value of a unit of 
participation. One company chose $25 and 
one $50; the remaining ten are content with 
$100. 

In the beginning of the Common Trust 
Fund idea, it was commonly considered 
necessary or desirable that pieces of paper 
looking like stock certificates should be is- 
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sued to the participating trust by the Fund 
as evidences of participation. Only three 
companies do so now. One company plans to 
begin the use of certificates. No more than 
book entries suffice to keep accurate records 
of participation for the remaining Funds 
we heard from. 


Accruing Income 


NE problem facing every company on 

the point of setting up a Common Trust 
Fund is the determination of how to allocate 
income among the participating trusts and 
when to pay it over to those trusts. By 
“when to pay it over,” I mean whether to 
pay it over only after the Fund has col- 
lected it, or whether under some circum- 
stances to pay it over before the Fund has 
collected it. 

The problem of allocation of Common 
Trust Fund income is quite similar to the 
question which arises on the death of a 
beneficiary of the income of the ordinary 
trust — whether the estate of the deceased 
beneficiary is or is not entitled to interest 
accrued but not due or paid at the time of 
death. If you will consider a participating 
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trust as the beneficiary of the Common 
Trust Fund just as the dead man referred to 
was the beneficiary of the trust; and if you 
will consider that the withdrawal from par- 
ticipation of a trust has the same effect, as 
to accrued and uncollected income, as the 
death of the beneficiary, it will be easy to 
understand. The general rule is that the es- 
tate of the deceased life beneficiary of a 
trust is entitled to accrued but uncollected 
interest and to dividends payable to stock- 
holders of record prior to his death. The 
terms of a will or trust agreement may vary 
this general rule. 


To say the same thing in another way, 
the general rule puts the ownership of trust 
income on an accrual basis, but such owner- 
ship is sometimes, when the trust instru- 
ment says so, on a cash basis. I don’t know 
any reason why the written declaration of 
trust, under which a Common Trust Fund 
operates, should not put the allocation of in- 
come on a cash basis. However, with two 
possible exceptions about which I am not 
sure one way or another, none of the plans 
of companies which answered the question- 
naire does so. The almost unanimous deci- 
sion has been that income of a Common 
Trust Fund is owned by the trusts which 
participated while the income accrued. This 
is in agreement with the allocation of in- 
come for tax purposes which is set forth in 
the Internal Revenue Code. 


Distribution of Income 


ASICALLY the other question is wheth- 

er to pay out income only after it has 
actually been collected in the Fund, or 
whether for the sake of convenience the 
Trustee should advance it before it is col- 
lected under certain circumstances. The 
first of these methods is that which my own 
company adopted more than fifteen years 
ago. Our method has worked quite satisfac- 
torily for us. It causes a slight annoyance 
because income does not start to flow to a 
new participant in full force. There is a lag 
of about six months before a new partici- 
pant is on an equal footing, as regards in- 
come, with the older participants. There is 
also a small amount of income still to be 
paid a trust for about six months after it 
has withdrawn from participation, and this 
is usually after the trust itself has termin- 
ated. 


Twenty-five out of thirty-one vote against 
our two ‘and two others. All of these, in 
greater or lesser degree, pay out accrued in- 
come before they have their hands on it. 





Usually these advances show on the books 
as an advance out of Common Trust Fund 
cash. However it is commonly admitted that, 
if an item of bond interest included in com- 
puting an accrual should not be paid, the 
Trustee of the Fund would quietly accept the 
loss. In other words, these advances are 
really made by the Trustee itself. The Fed- 
eral Reserve has ruled that such advances 
are properly made out of Fund cash if they 
are not excessive. 

In most cases these advances are made 
only to a trust at the time of its withdrawal 
from the Fund, and except for that, income 
is paid out only when it has been collected. 
Under a variant procedure, which I have the 


impression is gaining in popularity because ° 


it makes for simplification and certainly 
should please the beneficiaries, all uncol- 
lected accruals are paid out to all partici- 
pants at each income distribution date. Such 
procedure, of course, makes for larger ad- 
vances and a somewhat greater possibility 
of loss to the Trustee, come another 1934. 


The converse of paying out uncollected 
accruals — charging a new participant for 
them — is rather common, but not a prac- 
tice of the majority. Twelve out of the thir- 
ty-one report they do so. 


Investment Latitude 


F you are in a legal list state, you must 

decide whether your Fund shall be a 
Fund of legals or a Fund for discretionary 
trusts. Apparently, twelve of the answers 
to our questionnaire came from states which 
enjoy the Massachusetts or Prudent Man 
investment rule, under which the phrases 
“legal investments” and “discretionary in- 
vestments” lose their meaning. However, of 
the nineteen others, only five are restricted 
to legals. I wonder whether this preponder- 
ance of discretionary Funds may not indi- 
cate a recognition of the fact that when you 
step beyond fixed-income-bearing securities, 
you must have more diversification, and may 
not be just another indication of the quite 
general feeling that a trustee should invest 
in common stocks. 

In any event, these figures probably show 
that either a Fund of legals or a discretion- 
ary Fund is entirely practical, and that a 
choice between the two or the adoption of 


both types is to be decided by the needs of - 


your trusts. 


The Water’s Fine 


& COMMON Trust Fund is only a tool for 
FA your trust department, a piece of ma- 
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chinery to help you improve your trust ser- 
vice and to cut costs. I don’t believe that it 
has any spectacular value as a business get- 
ter, but it will put you in a position so that 
you can take and will want to take business 
you formerly could not profitably accept — 
smaller trusts which are going to be a larger 
part and a more necessary part of the busi- 
ness of all trust institutions. ; 


The Common Trust Fund has been under 
trial, in various forms, for over fifteen 
years, right through the depression. In its 
present form under the Federal Reserve 
Regulations, it has been on trial for almost 
eight years. It has been accepted by the 
lawmakers of more than one-half our states. 
But, still more important, it has now been 
tried for varying periods by about 32 trust 
institutions. And all of these are continuing 
to operate. None of them that I have heard 
of is even considering discontinuing. The 
experience certainly seems to be that, after 
you take the plunge, the water is fine. 


CANADIAN 
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operation in the administration 
or transmission of such assets, 
by making use of our services 
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RISING BOND YIELDS FORESEEN 
Bull Market in Bonds Nearing End 


MURRAY SHIELDS 
Economist, Bank of the Manhattan Company, New York 


N end of the bull market in bonds is not 
likely to be far away. The supply and 
demand factors with respect to money and 
credit are about to undergo a fundamental 
change, and the policies followed by our fis- 
cal and monetary authorities have brought 
interest rates to levels that are untenable 
except in time of war, when extraordinary 
controls can be used, or in times of depres- 
sion, when demand is lethargic and control 
of money supply is tantamount to the con- 
trol of interest rates. 


Gold imports are not unlikely and could, 
together with a return of currency from cir- 
culation, further increase the supply of 
funds seeking investment. 


In this setting, if no offsetting action is 
taken by our banking authorities, if they 
continue to temporize with potentially dan- 
gerous issues, and if the Treasury continues 
its present policy of starving the market for 
intermediate and long maturities and of re- 
funding all issues that come up for call or 
for maturity into one-year certificates, the 
stage may well be set for a further and final 
spasm of decline in bond yields. But this 
phase is not likely to last very long. 


In the course of time the Federal Reserve 
probably will have no alternative but to 
tighten the reserve position of the banks. 
The direction of Government policy is likely 
to be reversed and ... we are likely soon to 
see in Federal Reserve and perhaps even in 
Treasury policy, a reflection of the urgency 
of preventing the money inflation of the war 
period from having a response in price in- 
flation in the post-war period. 


Whatever may be the direction of Govern- 
ment policy, the basic conditions governing 
the supply of and demand for funds in the 
investment markets are likely soon to be 
such as to bring about a change in the 
trends of interest rates and bond prices. 


The probabilities over the coming months 
seem to favor an end to the bull market in 
bonds and the beginning of what may be a 
long sustained upward trend not only in 


From address to Queens County Bankers 
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bond yields but also in short-term interest 
rates. 


While the money managers will probably 
plan to prevent more than a very gentle 
tightening of rates, they may in time be 
forced to take drastic action to prevent in- 
flation; and against a background of re- 
duced savings and expanded demand for 
capital the response in bond prices and 
yields may be larger than they expect. How- 
ever, there may be some pronounced short- 
term fluctuations as the authorities alter- 
nately apply and relax the credit brakes. 


Reports for Investor Specialists 


Professional judges of securities look first 
to the corporate report for information upon 
which to appraise the relative merits of secur- 
ities. The results of a compilation of the views 
of 123 representative security analysists of 
various types of investment institutions, offi- 
cials of banks and insurance companies, and 
brokerage firms over the United States, re- 
leased by M. K. Mellott and Company, public 
relations firm of Pittsburgh, indicate that com- 
pany reports, statistical services, and news- 
papers, in that order, serve the professional 
analyst-investor as the most frequently used 
source of corporate information. The same 
group placed company reports, personal con- 
tacts with company officers, and _ statistical 
services ahead of S.E.C. reports as the best 
source of data for their needs. 

The Mellott survey revealed that security 
analysts consider corporate reports to stock- 
holders “generally inadequate.” 


The firm also found that company reports 
were often criticized as obscure, infrequent, in- 
complete, late, often devoid of sales and other 
pertinent figures, lacking in clarity, as well as 
biased; accounting practices varied so con- 
siderably that correct interpretations of a 
company’s position were hard to deduce, even 
by those familiar with accounting terminology, 
and not enough was being disclosed on “policy.” 


Comments obtained by the Mellott firm rela- 
tive to the classes of information which were 
generally inadequately covered by corporate 
reports indicated opinions similar to those re- 
vealed in the Trusts and Estates survey re- 
ported in the September 1945 issue (page 171). 





Survey Shows Record Prices 
for Municipals 


Record high prices for all types of municipal 
bonds are shown in the 12th annual survey 
of municipal prices and yields issued by the 
Chemical Bank and Trust Company of New 
York. Included in the study are bonds of all 
states have debt publicity outstanding, and 
one or more representative cities or counties in 
each state, a total of more than two hundred 
issues in all. 

During the period covered by this survey, 
state and municipal prices, as measured by an 
average of approximately one hundred bonds 
maturing in from ten to twenty-five years, rose 
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from 90%-.in December 1933 to 134% at the 
close of 1945, yield coincidentally declining 
from 5.29% to 1.47%. The advance in 1945 
alone was from an average price of 133%, 
with a change in yield during the year from 
1.61% to 1.47%. 


In a supplemental tabulation the bank sets 
forth prices and yields for 20 issues selected 
to give weight to geographical factors. Despite 
the steady shortening of maturities in this 
group, the average prices rose from 92% in 
1933 to 125% in 1945 and the average yield 
declined to 1.16% from 5.18%. 


The tabulation is a valuable reference for 
purposes of investment comparisons, apprais- 
als, and price records. 
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in In vesting 


Tax exemption in bonds isa feature of ‘varying 
value to different investors. To some it is a 
luxury; to others, a necessity. The problem i is 
to obtain the exact degree of tax exemption 
which fits the individual income. The large 
investor must pay so high a tax rate that tax 
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net return than taxable bonds paying a much 
higher interest rate. On the other hand, the 
investor of moderate income might be paying 
for a value he could not use in buying any, 

or too large a proportion of, tax exempts. 


Send for this Helpful 
Comparison Chart 


Available without obligation is a clear, 
understandable folder with tabulations that 
assist in determining which type of bond 
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DWIN W. KEMMERER, one-time 

financial adviser to fourteen countries 
and former professor of economics and fi- 
nance at Princeton University, bequeathed 
his professional library to his son, Prince- 
ton University, Wesleyan University and 
Scranton-Keystone Junior College, selection 
to be made by them in the order named. To 
his wife Dr. Kemmerer left his personal ef- 
fects, all bank deposits and certain real es- 
tate. The son, who is Professor Donald Kem- 
merer of the University of Illinois, receives 
a cash legacy of $20,000. The residue of the 
estate is left in trust with the son and 
the Princeton Bank and Trust Company 
to pay the income to Mrs. Kemmerer for life, 
and upon her death to divide the principal 
as follows: 40 percent each to the son and a 
daughter and the remaining 20 percent in 
equal shares to the four mentioned schools 
and Cornell University. The trustees — who 
are also named as executors — are directed 
to pay Mrs. Kemmerer such sums out of 
principal as in the opinion of a majority of 
his wife, his children and the bank are 
deemed necessary to provide the wife with 
the comforts of life. The will provides that 
in making investments the executors and 
trustees are not to be restricted to securities 
or property of the character permitted by 
law for the investment of estate or trust 
funds. They may sell any stock of the bank 
owned by Dr. Kemmerer at the time of his 
death, to any officer or director of the bank 
notwithstanding any contrary rule of law or 
custom. 

* * * 


AVID BERNSTEIN, vice president 

and treasurer of Loew’s Incorporated, 
established in his will a trust of $50,000 for 
the benefit of his sister, with the remainder 
on her death to go to his children. Mrs. 
Bernstein receives a cash bequest of $50,- 
000. The residue is left in trusts for each of 
his three children, the principal and income 
to be paid as follows: To the David and Ruth 








WE 
ARRANGE 
LOANS... 


Where theres A Will... 


Secured by contingent and vested 
interests in estates and trust funds. 


INSURVICE INC. 





TRUSTS and ESTATES—March 1946 


Bernstein Foundation $50,000 is to be paid 
proportionately from the net income of the 
trusts as it accrues and becomes distribut- 
able during the continuance of the trusts. 
If any trust terminates before this amount 
has been paid in full, the balance is to be 
paid from principal. After this charge has 
been satisfied, the income is to be paid to 
Mrs. Bernstein if living; if not, to the 
beneficiary whose life is the first measuring 
life of the trust. Upon such beneficiary’s 
death, if the wife is not living, the principal 
is to be paid to such persons as the benefici- 
ary shall designate among his spouse, Mr. 
Bernstein’s issue, the spouses of such issue, 
and charitable organizations. In default of 
appointment the remainder is to be paid 
over to the issue of the beneficiary. If there 
is none the remainder is to be held in trust 
for each of Mr. Bernstein’s issue then living 
who was living at the time of his death. 
The donee of any power of appointment 
created in the will may delegate to any per- 
missible appointee authority to exercise 
such power by deed or will and may create 
in them a new and similarly limited power 
to appoint among the same classes of ap- 
pointees, provided it does not violate the 
law. The wife and one son are appointed ex- 
ecutors. The wife is appointed trustee of 
each trust together with the son for whose 
benefit the trust is established. Upon the 
wife’s death, each son shall designate a cor- 
porate trustee as co-trustee. In his will Mr. 
Bernstein stated: “I recognize clearly that 
there may be in the future changed condi- 
tions in regard to property rights, taxation 
and many other social, economic and politi- 
cal matters which, could I foresee, might 
lead me to make a very different disposition 
of my property. I accordingly confer upon 
the corporate trustee of each respective 
trust after the death of my wife full power, 
authority and discretion at any time to ter- 
minate any trust in whole or in part” and 
to pay the principal to the then beneficiary 
of such trust. 
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INTEREST RATES AND COMMODITY PRICES 


Digested from Business Comment, The Northern Trust Co., Chicago, March 1946 


N the economic history of this country 
whens to 1940, a significant rise in com- 
modity prices has always been accompa- 
nied by a similar movement in bond yields, 
and a significant fall in commodity prices 
by a fall in bond yields. That correspondence 
in broad movements has not shown itself 
since 1940. Commodity prices have increased 
by 36%, a significant rise, but bond yields 
have declined. The prospect is for a further 
rise in commodity prices. At the same time, 
the apparent intention of Treasury authori- 
ties, as indicated by statements of the Sec- 
retary, is to keep interest rates at present 
low, if not at lower, levels. Thus a further 
departure from historical precedent may 
occur. 

The cause and effect nature of the relation- 
ship between commodity price and interest 
rate movements is reasonably clear. Periods of 
expanding business give rise to needs for 
larger working capital and fixed plant invest- 
ment. The demand for bank credit and for 
longer term investment funds is enhanced. Be- 
cause of this active demand, both the short- 
term and long-term rates of interest tend to 
rise. At the sam etime, the increased use of 
credit enlarges the demand for labor and com- 
modities, and wages and commodity prices tend 
to rise. The upward movement in prices in- 
creases business profits and the inducement to 
expand. If speculation and accumulation of in- 
ventories set in, then a more rapid rise in 
prices, excessive credit expansion and a sharp 
rise in interest rates usually occur. Sooner or 
later over-expansion of facilities, credit string- 
ency or signs of price weakness reverse the 
process and deflation results. Then prices de- 
cline, the credit situation gradually eases, and 
the short and long-term rates of interest to 
borrowers whose credit standing remains 
strong tend to decline. 

The Federal Reserve System has been blamed 
for both ineffectiveness and too drastic effec- 
tiveness in starting or stopping a boom, de- 
pending on the point of view; probably its role 
in events has been overemphasized as compared 
with other forces. Nevertheless, the System un- 
dertook to work in the direction and to hasten 
the culmination of natural corrective forces. 

Today inflationary movements in the cost of 
living and in capital assets appear to be under 
way. Yet the orthodox methods of slowing up 
bank credit expansion — reducing member 
bank reserves through sale of securities by the 
Federal Reserve banks and making the bor- 
rowing of reserves from the Reserve banks 
more expensive by raising the rediscount rate 
— are judged inappropriate under present con- 
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ditions. The expansion of bank credit is now 
based primarily on the purchase of Govern- 
ment securities by the commercial banks from . 
nonbank holders of such securities. It is said 
that tightening the money market would not 
prevent this shift of Government securities to 
the banks — in fact the prospect of higher 
yields might accelerate such a shift, causing 
a wave of selling that only the Federal Reserve 
banks could absorb. Hence tighter credit might 
not result in less credit but only in a higher 
cost of financing to the Treasury. 

Business and individuals may have legitimate 
need for the funds, and the commercial banks, 
faced with higher expenses, are forced to take 
on what earning assets are available to them. 
This means further pressure on bond yields 
as funds provided by sales to the banks seek 
reinvestment, or on commodity prices if the 
funds are used to buy goods and services. 

Two anti-inflationary courses are still open 
to the Treasury. One is the refunding of ma- 
turing issues into longer issues at a fair rate 
of interest and to the extent that nonbank in- 
vestors will absorb such issues, The other is 
retirement of debt out of funds now on hand 
and out of a surplus of receipts over expendi- 
tures. One may say that Treasury financing 
methods have introduced the threat of infla- 
tion and that only Treasury financing methods 
can eliminate or at least reduce that threat. 
That program requires real economy in Gov- 
ernment expenditures. 





308 


Investment Company Portfolios 


Investment companies as a group made rela- 
tively little change in their cash positions dur- 
ing the fourth quarter of 1945, according to a 
study issued last month by the National Asso- 
ciation of Investment Companies. Total cash 
and U. S. Government bond holdings of the 
30 largest broadly diversified funds amounted 
to $116 million on December 31, 1945, or ap- 
proximately 8.1% of total assets of $1,431 
million. Three months previously, cash or its 
equivalent held by the same funds totaled $114 
million, or 8.9% of $1,283 million total assets. 


Seven railroad preferred and common stocks 
and bonds were bought on balance by at least 
three of the 30 companies whose portfolios 
were analyzed, although at least one sale was 
recorded in four of these issues: Chicago, Mil- 
waukee, St. Paul & Pacific System bonds and 
preferred stock, Delaware & Hudson and Bal- 
timore & Ohio bonds, and Louisville & Nash- 
ville, Southern Railway and Southern Pacific 
common stocks. The common stocks of Chesa- 
peake & Ohio, New York Central and Canadian 
Pacific were sold on balance, with no purchases 
recorded. 

Sales predominated in seven public utility 
bonds, preferred or common stocks, although 
purchases were also recorded in five of these 
issues: National Power & Light, North Amer- 
ican Co., United Light & Railways and Niagara 
Hudson Power common stocks, Electric Bond 
& Share and American & Foreign Power pre- 
ferred stocks, and Associated Gas & Electric 
bonds. However, five public utilities appeared 
in the list of securities predominantly pur- 
chased: Public Service of New Jersey and 
Pennsylvania Power & Light, and the preferred 
stocks of Electric Power & Light, American 
Power & Light and Commonwealth & South- 
ern. 

The oil stocks were also sold on balance dur- 
ing the quarter, sales predominating in Sin- 
clair Oil, Socony-Vacuum, Pure Oil and Ohio 
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Oil. However, Shamrock Oil & Gas was bought 
by five funds and no sales were recorded. 

As of December 31 the 10 stocks most widely 
held were the following: 


No. of 

Funds No. of 
Holding Shares 
Stock Name of Stock Held 


Montgomery Ward ___. : 299,600 
North American Co. 1,229,200 
Standard Oil (N. J.) 195,400 
Chrysler Corporation 132,145 
Kennecott Copper 183,300 
General Motors ___ 166,300 
E. I. duPont De Nemours 55,400 
Sears, Roebuck -__._....... 449,700 
Paramount Pictures 197,300 
American Gas & Electric 254,350 


The Association emphasizes that these statis- 
tics do not necessarily reflect current manage- 
ment opinion in regard to the securities men- 
tioned, nor is it posisble to reflect in such 
composite statistics the complete policies of 
the portfolios analyzed. 

Oo 


Government Securities and the 
Money Market 


The close of 1945 clearly marked a turning 
point in the Government’s fiscal affairs and 
the Federal debt of $279 billion at the year’s 
end may prove to be the peak for years to 
come, according to the annual review issued 
by the Bond Department of the Bankers Trust 
need for cash financing within the foreseeable 
future and the problem has therefore become 
largely one of debt EE, the booklet 
states. 


The opinion is expressed that the budget 
could reach a condition of approximate bal- 
ance by the end of the year if a determined 
effort is made in that direction. As the present 
large working balance of the Treasury is con- 
sidered ample to meet the budget deficit during 
this calendar year, plus net redemptions of 
savings bonds and savings notes, it is expected 
that the public debt will decline perhaps to 
around $270 billion during the next year or so. 


There may be little or no deposit expansion 
during 1946 as a result of changes in Govern- 
ment holdings, with one important reservation. 
Under wartime policies, which are still in ef- 
fect, banks can readily sell their short-term 
securities to the Federal Reserve banks through 
the market and with the proceeds purchase 
higher yield securities. Furthermore, the re- 
serves created provide for multiple credit ex- 
pansion. This is a strong inducement for banks 
to continue to expand their holdings of Gov- 
ernment securities, although there seems little 
or no need for further expansion. It is to be 
hope, of course, that the policies which en- 
courage this expansion will be changed. 
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HE safest method to assure unity of 

ideas for the client’s benefit is for the 
underwriter and trustman to visit about the 
plan in advance of the conference with the 
client to make certain that they see eye to 
eye on every important proposal. This busi- 
ness is too vast and complex for a lawyer, 
trust officer or life underwriter to assume 
that he can think of “all the answers” ini- 
tially to the exclusion of opinions or sug- 
gestions from the other two. The under- 
writer or lawyer who follows this “‘pre-con- 
ference referral” obtains the benefit of the 
combined thinking of the bank’s best tax, 
trust and estate men and, if the lawyer is 
making the referral, he also benefits by the 
underwriter’s experience. Counter-proposals 
can be discussed back and forth and a con- 
crete plan of action agreed upon. This pro- 
cedure conserves the busy client’s time and 
also avoids the confusion attendant upon 
presentation of conflicting views and opin- 
ions. 

The underwriter, the bank and the client 
— whichever one suggests the lawyer as a 
consultant and to draft the papers — should 
make certain that his experience qualifies 
him properly to discharge his responsibili- 
ties. More than one good estate plan has 
been blocked by a lawyer’s negative attitude. 
I recall one instance in which the under- 
writer had proposed the creation of an in- 
surance trust to parallel the will, to create 
an assured fund for the payment of death 
transfer taxes, costs and fees, in an other- 
wise illiquid estate. The client consulted 
with his attorney and was told that, since 
the tax law now gave no specific exemption 
to insurance proceeds, he could as readily 
make his present policies payable to his es- 
tate, thereby eliminating the complexity of 
a trust and the purchase of additional insur- 
ance. This advice disregarded the added 
costs of administration, attorney’s fees and 
increased Pennsylvania Inheritance Tax, as 
well as exposure of the insurance fund to 
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possible creditors’ claims. Moreover, the use 
of existing policies of many years standing 
would preclude the obvious advantage of 
attractive settlement options for the client’s 
beneficiaries. The client was not entirely 
persuaded by his lawyer, but, probably 
worse, he was confused to the point that he 
did nothing — which still leaves his estate 
in an illiquid condition. One day his execu- 
tor may be compelled to sell good assets at a 
sacrifice to provide necessary cash. In de- 
fense of my fellow members of the bar, I 
cannot believe that such suggestions stem 
from a selfish desire to increase the at- 
torney’s fee for representing the executor, 
but that they are rather a result of failure 
fully to understand the significance of all 
the intricate phases of the estate plan. 


Clearance and Initiative 


N connection with the pre-conference 

visit with the bank, the underwriter 
should either present the trustman with a 
letter of authorization from the client, or 
the client should give such clearance to the 
trust officer over the telephone, so thatthe 
latter will freely discuss all aspects of the 
client’s case with the underwriter. Other- 
wise, the trust officer will probably feel torn 
between a desire to cooperate and a fear of 
censure for divulging confidential informa- 
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tion if it should develop that the client had 
not given his prior sanction. So, also, if the 
trust officer is the one making the estate 
analysis at the client’s suggestion, it is good 
practice to have the client tell the under- 
writer to discuss his insurance picture with 
the bank’s representative. 

At times, it is the trust officer who must 
take the initiative in arranging a pre-con- 
ference chat. Suppose the client, having been 
presented with an analysis by the under- 
writer, calls on the trust officer and asks 
him to look it over and give him his opin- 
ion? This one is a bit more ticklish. After 
the trust officer and his staff have made 
their analysis and appraisal, if their opin- 
ions differ with any important phase of the 
underwriter’s plan, the trustman can read- 
ily suggest that there are several points re- 
quiring an understanding of the back- 
ground and the underwriter’s thinking. The 
few instances in which consent will not be 
given should not alter the principle of at- 
tempting to avoid flat disagreement with 
proposals made in good faith. And, is it not 
frequently true that a conclusive opinion 
cannot be given on the validity of a plan 
prepared by the underwriter without the 
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benefit of all the former’s thinking? May 
not a number of suggestions, apparently 
wrong on their face, have stemmed from 
some positive ideas the client expressed to 
the underwriter in earlier conferences? 


Relative Position of the Trust Officer 
and Life Underwriter 


HE trust officer has attained his status 
if ipente because of a collegiate course 
along technical lines, or after years of ad- 
ministrative experience in trust company 
work, or both. In other words, he is a tech- 
nical specialist in the trust, estate and tax 
fields. He either knows most of the answers 
or can obtain them readily by an inter-de- 
partmental telephone call or memorandum. 
The “modern” trust officer who contacts un- 
derwriters in this type of case has several 
other important qualifications. He has ac- 
quired a working knowledge of the princi- 
ples of life insurance, through special 
courses of study and perhaps by contacting 
one or more life company agencies to learn 
where the kinks are. He is also a salesman. 
The progressive bank has a strict rule that 
every life insurance question that arises 
anywhere in the company must be routed 
over his desk, and that he must be the first 
contact for any life underwriter wishing to 
see any officer regarding clients of the com- 
pany. 

All life underwriters are not in such en- 
viable position. The underwriter who brings 
prospective trust business to the bank falls 
into one of the following categories: 

(1) He has no trust plan whatever and 
little idea of the implications of a trust. He 
induces a client to discuss this subject with 
the trust officer in the hope that at some 
point, somehow, a sale of life insurance 
will result. 

(2) He has a superficial plan for a trust 
or a plan that is “full of holes.” 

(3) He has a well-developed plan for a 
trust along only one line or on one idea, but 
much implementation is needed to evolve the 
proper pattern for the client. 

(4) He has a well-developed plan cover- 
ing all salient phases of his client’s problem, 
and it is necessary for the trust officer to 
implement the proposals only slightly, if at 
all. 

Admittedly, the trust officer must recog- 
nize these differences in underwriters. But, 
do they not all deserve handling with cour- 
tesy, respect and tact? The veriest beginner 
can, with study and experience, move up 
“through the ranks.” The more skilled and 





informed the underwriter, the less the trust- 
man need “carry the ball” to work out the 
proper solution for the client. The trust of- 
ficer should always have a sympathetic at- 
titude toward the life underwriter, irrespec- 
tive of his experience and knowledge, for 
it is usually his efforts or at least an ab- 
sence of opposition or counter-suggestion 
that brings the particular case to this par- 
ticular bank without solicitation effort or 
expense. 


Seven Principles 


HE following constructive principles 

should preclude friction between the 
underwriter and the trust officer. They 
represent actual observations implemented 
by conversations with both groups of men 
concerning specific cases. 


FIRST, the underwriter and the trust- 
man should respect each other’s institu- 
tions. Trust Council meetings have done 
much more than to enable trust and insur- 
ance men to become acquainted. The ex- 
change of technical information has given 
each a better insight into the inner work- 
ings of the other’s business. Some clients 
are still inclined to be a bit hostile toward 
trust companies. There is a sales opportun- 
ity for the underwriter — to stress the ob- 
vious advantages of using the bank’s facili- 
ties on tax, investment, discretionary ad- 
ministrative matters, and the like. Converse- 
ly, the trust officer, in conference with the 
client, is in a superior position to “boost 
the wares” of the life underwriter and to 
give him proper credit for the proposals he 
has made in the client’s interest. 


SECOND, each should recognize the oth- 
er’s knowledge and experience. An increas- 
ing number of underwriters are acquiring 
a working knowledge of trust, estate and 
tax problems. Trust officers are becoming 
progressively familiar with problems per- 
taining to life insurance, especially with the 
decided advantage to the client of utilizing, 
wherever possible, favorable settlement op- 
tions under older insurance contracts. The 
trust officer should not minimize the life un- 
derwriter’s qualifications, even if he is “off 
base” on one or more proposals. Nor should 
the trust officer belittle the case or suggest 
that it may be unprofitable or try to cut in 
under the life underwriter by urging direct 
contact with the attorney and the handling 
of all details by the bank from that point 
forward. On the other hand, the underwriter 
is well advised neither to assume the exis- 
tence of a crystallized plan, immune to sug- 
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gestion or change, nor to minimize the im- 
portance of the trustee. 

THIRD, tact should be used in suggesting 
changes in each other’s plan. The under- 
writer should place his plan before the trust 
officer, together with all details and back- 
ground necessary fully to acquaint him with 
the facts. Most experienced underwriters 
will adequately cover the insurance phases 
and will also present a working plan of the 
trust arrangement. However, the trust of- 
ficer’s experience is invaluable in introduc- 
ing ideas that may look like a bundle of 
words now, but will preclude court action, 
delay, and expense in settlement of the es- 
tate and administration of the trusts and 
will also assure orderly distribution of in- 
come and principal. The ideas may include 
unequal division of principal or income be- 
cause of unusual family conditions; optional 
withdrawal of principal by the beneficiaries 
instead of mandatory payments; steering 
clear of taxable powers of appointment, 
wherever possible; payment of accrued in- 
come at a beneficiary’s death to the next 
succeeding beneficiary rather than to the 
decedent’s estate; payment of principal di- 
rectly for a mentally or physically disabled 
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beneficiary’s benefit without the interven- 
tion of a guardian or committee; invest- 
ment and management powers; lease and 
sale clauses; proper provisions for payment 
of death transfer taxes — to mention only 
a few. 

Each should be willing to yield to the 
other’s valid arguments for changes in the 
plan. But, most important, the one who 
made the original proposals — the under- 
writer, in this illustration — should be per- 
mitted to lead the discussion on the ques- 
tion of changes, either in another private 
interview with the client or during the con- 
ference at the bank. This procedure will as- 
sure the maintenance of the underwriter’s 
prestige even though he admits that many of 
the new ideas resulted from his discussion 
with the trustman. 


FOURTH, the trust officer and life under- 
writer should build the client’s confidence in 
each other. If each stresses the advantages 
of the other’s suggestions, facilities and 
skills, the client will be more favorably im- 
pressed than if he listens to each one “blow- 
ing his own horn.” 


FIFTH, the trust officer should cooperate 
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in promoting the life insurance sale. The 
opportunity for such sale is almost certain 
to develop during the discussion of the plan, 
if it has not already been sold. Provision for 
new cash is usually an imperative necessity, 
and the only practicable method of assuring 
it is by the purchase of new insurance, 
either by the insured or, where feasible, by 
another person who will own the policy and 
pay premiums thereon. The wisdom of the 
purchase is no longer a choice, but can be 
proved mathematically. The trust officer 
can, to great advantage, corroborate the 
recommendations made by the underwriter 
and thereby aid in effecting the desirable 
end result — to avoid sacrifice of good in- 
vestments on the one hand, or the use of 
existing insurance with attractive settle- 
ment options, on the other. The discussion 
may raise collateral problems not presented 
in the underwriter’s plan, such as a need for 
key man indemnification, stock purchase or 
partnership liquidation proposals, or for 
educational funds. If so, the trustman is in 
a strategic position to advance the idea of 
new life insurance to meet the need. He can 
subtly suggest a physical examination pend- 
ing completion of the details of the estate 
pattern and the preparation of the legal 
papers. 


The trust officer should also realize that 
many cases carry no expectation of an in- 
surance sale. The underwriter’s analysis 
may show sufficient coverage, or the client 
may be uninsurable. Nevertheless, the con- 
scientious underwriter will cooperate to con- 
summate the estate plan purely from a de- 
sire properly to serve the client. 


SIXTH, both parties should be unselfish 
in the ciient’s interest. 


SEVENTH, the one who starts the case 
should stay in the “driver’s seat.” 


We saw, in 1929-31, much insurance 
placed in trust that should have been left 
under settlement options. During the next 
several years, countless dollars of insurance 
proceeds were settled under the policy op- 
tions that should have been trusteed. It is 
the habit of pendulums to swing too far in 
both directions. Now, however, it is gratify- 
ing to observe estate planning life under- 
writers recognizing the need for proper 
amounts of insurance under trust agree- 
ments as accepted routine, and, by the same 
token, insurance minded trust officers urg- 
ing settlement options, and the purchase of 
new insurance where necessary, to imple- 
ment their own trust analyses. 





STATE SUPERVISION OF TRUST BUSINESS 
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FTER discussion with supervisory au- 
thorities last fall and with their hearty 
cooperation, I conducted a series of twelve 
conferences between January and August of 
this year, one in each Federal Reserve Bank 
District. Attending these conferences were 
274 persons of whom 89 were representa- 
tives of 31 state banking departments. At 
each of these conferences I requested each 
conferee to state (1) the most criticizable 
and (2) the most commendable procedure 
or practice he had encountered in his exam- 
ination or supervision of trust departments 
and (3) his suggestions for eliminating the 
one and extending the other. 

I have mailed to each of the 31 supervis- 
ors of state banks, a 100-page report of the 
conferences. Out of 142 points covered. in 
these conferences, I have selected for dis- 
cussion six points from the report and a 
seventh point not in the report which has 
come to a head since the conferences. 

Governmental supervision of trust busi- 
ness consists of three activities, namely: 
(1) the formulation and promulgation of 
regulations for the conduct of trust busi- 
ness; (2) the examination of trust institu- 
tions to see whether or not these regula- 
tions are being complied with; and (3) the 
enforcement of compliance with these regu- 
lations. The supervisors of state banks have 
definite responsibilities in formulating and 
promulgating regulations and in enforcing 
compliance with them. They must delegate 
to their examiners the actual examinations 
of trust departments. For this reason, what 
I shall say will relate more to regulation and 
enforcement than to examination. 


I. Regulation of Trust Business 


For state supervision of trust business to 
be fully effective, every corporation which is 
engaged in the trust business, whether or 
not it is a bank or trust company, should be 
under definite, prescribed or accepted regu- 
lations for the conduct of its trust business. 
Yet, in at least one state it still is possible 
for a group of persons to organize a non- 
banking corporation and engage in trust 
business without any sort of governmental 
Supervision. And Regulation F — Trust 
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Powers of National Banks — containing 
regulations issued by the Board of Gov- 
ernors of the Federal Reserve System ap- 
plies only to national banks. 

State regulation logically would emanate 
from the state supervisory authority, but, 
so far as is known, only nine states now em- 
power their state supervisory authority to 
issue regulations, and the banking depart- 
ment of only one state — North Carolina — 
has issued such regulations. 

Even though all the state banking depart- 
ments had authority to issue and did issue 
regulations, the thought has been advanced 
that, if state regulations for state banks 
were materially different from Regulation 
F for national banks, confusion might re- 
sult. To avoid this possibility and in the 
interest of uniformity of regulations, the 
suggestion has been made that the board of 
directors of each state bank adopt the sub- 
stance of Regulation F as its own regula- 
tions. 

As between the two, it would seem that 
self regulation, which would not involve leg- 
islative action, might be accomplished more 
quickly and more easily than state regula- 
tion and might be as effective. 


II. Enforcement of Regulations 


Supervisory authorities should be able to 
enforce their regulations without having to 
resort to the drastic means which now are 
the only ones available to them. At the pres- 
ent time the appropriate federal supervisory 
authorities possess the following disciplin- 
ary powers: (1) forfeiture of the charter in 
case of a national bank; (2) forfeiture of 
membership in the case of a state member 
bank; (3) removal of directors and officers 
of member banks; and (4) termination of 
insurance of deposits of insured banks. 

In North Carolina the commissioner of 
banks is authorized to close a bank for neg- 
lect or refusal to comply with his regula- 
tions or to require the removal of officers, 
directors, or employees who disregard. his 
regulations. 

These seem to be rather drastic remedies 
for what may be minor offenses against 
sound policies or good procedures or prac- 
tices. Rather than resort to them, the nat- 
ural and even praiseworthy temptation of 
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the supervisory authority is to rely upon 
recommendations. This no doubt accounts 
for the fact that examiners sometimes com- 
plain that, as they return to banks time 
after time, they find that previous recom- 
mendations have not been carried out. Per- 
haps, if they had authority to apply less 
drastic correctives, they might obtain better 
results. 


Ill. Policies for Trust Business 


The board of directors or the policy-mak- 
ing body of every bank should determine, 
formulate, and adopt definite and sound poli- 
cies for the conduct of its trust business. 
This is an objective to which the Trust 
Division of the American Bankers Associa- 
tion has been devoting special attention 
during the past 12 years and in the attain- 
ment of which objective it needs the help of 
the state, as well as the federal, supervisory 
authorities. 

In Regulation F (Sec. 6(b)) the Board of 
Governors of the Federal Reserve System 
declares that the board of directors of a 
national bank is responsible for the deter- 
mination of the policies of its trust depart- 
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ment. This places the responsibility for de- 
termining trust policies squarely upon the 
board of directors and not upon the trust of- 
ficer or even upon the executive officers or 
the trust committee. 

Within the past 12 years the Trust Divi- 
sion has approved three formal statements 
which are more appropriate for adoption by 
trust associations than by individual trust 
institutions. The first is “A Statement of 
Principles of Trust Institutions,” approved 
by the Trust Division in 1933; the second, 
a “Statement of Guiding Principles for Re- 
lationships between Life Underwriters and 
Trustmen” approved in 1934 and reaffirmed 
in 1944; and the third, a statement of poli- 
cies on relationships between lawyers and 
trust institutions approved in 1941. 

Since 1940 the Trust Division has been 
especially active with respect to policies ap- 
propriate for adoption by the boards of di- 
rectors of individual banks and trust com- 
panies. That year it approved a “Statement 
of Policies for the Acceptance of Trust Busi- 
ness,” for the consideration and guidance 
(so stated) of trust institutions of the 
United States in formulating their own poli- 
cies for the acceptance of trust business. 

In September 1941 the division approved 
the report of its Committee on Trust Poli- 
cies, suggesting that each trust institution 
take steps to determine definitely the poli- 
cies of its trust department and suggesting 
11 points on which it should consider mak- 
ing and publishing a statement of policy. 

In 1944 the division approved a statement 
of policies for voting shares of stock held in 
trust accounts for the consideration of trust 
institutions in formulating their own poli- 
cies and procedures as to voting such shares. 

The supervisors of state banks and their 
examiners render a real service to the trust 
business by impressing upon banks and 
trust companies under their supervision the 
importance of having their boards adopt 
definite policies for the conduct of their 
trust business. 


IV. Responsibility for Opening or 
Closing Trust Departments 


The boards of directors of banks and trust 
companies should discharge their full share 
of responsibility for reaching the right de- 
cision as to opening or closing a trust de- 
partment and should not try to impose too 
large a share of this responsibility upon the 
supervisory authorities. In this country 
there are, on the one hand, some surplus 
trust departments of state banks as well as 





of national banks and, on the other hand, 
there are many communities which do not 
have and would support a profitable trust 
department. These situations are retarding 
the development of the trust business gener- 
ally. ; 
Generally speaking, it is the responsibil- 
ity of the appropriate supervisory authority, 
federal or state, to make the final decision 
as to granting trust authority and to pre- 
scribe the procedure for surrendering trust 
authority. But it is the responsibility of the 
bank itself to find and present the facts up- 
on which the decision is reached. All too 
often a bank, in a quandary about opening or 
closing a trust department, relies upon the 
supervisory authority to find the facts as 
well as to make the decision. Except in a per- 
fectly clear case, the supervisory authority 
is not in a position itself to get all the facts 
on which to base sound advice as to opening 
or closing a trust department. The Trust 
Research Department recently prepared a 
study, “Should My Bank Have a Trust De- 
partment?,”* designed to help banks to 
reach the right decision as to opening or 
closing a trust department. Reprints still 
are available. When a banker asks about 
opening or closing a trust department, the 
examiner might refer him to the study. 


V. Manual of Operations for Small 
Trust Departments 


One suggestion, made during the exam- 
iners’ conferences, is that each state super- 
visory office cooperate in the preparation 
and distribution of a manual of operations 
especially adapted to the needs of the small- 
er trust departments under his supervision. 
The larger trust departments already have 
their own manuals. Besides, several model 
manuals are available, but all of these are 
designed for the larger trust departments. 


The preparation of such a manual very 
well might be a joint undertaking of the 
Trust Division, the state trust association, 
and the state supervisory authority. The 
Trust Division, through its Committee on 
Trust Operations, might lay out the general 
plan and contents of such a manual. This 
matter now is under advisement by that 
committee. 

The state trust association might adapt 
the Trust Division manual to local laws, pro- 
cedures, and practices. In 1938 the trust 
company section of the Pennsylvania Bank- 
ers Association undertook to prepare such a 
manual. Its first draft was an excellent be- 


*Trust Bulletin, April 1945. 
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ginning, but under wartime pressures the 
work has not been completed. 

After the state trust association has pre- 
pared its draft, it might be submitted to 
the state banking department for further 
suggestions and, when completed, the latter 
through its examiners might use it effective- 
ly in helping the smaller trust departments 
to improve their procedures and practices. 
The department of banking of the State of 
Nebraska already has prepared a manual of 
procedure for commercial banks. Would it 
not be equally practicable and desirable for 
state banking departments generally to par- 
ticipate in the preparation of comparable 
manuals of operation for small trust depart- 
ments? 


VI. Current Trust Literature 


The supervisors of state banks should 
take steps to make current trust literature 
available and accessible both to their office 
men and their examiners. To a question- 
naire sent by the Trust Research Depart- 
ment replies were received from 44 of the 
48 state banking departments, showing that 
one of the 44 had “TrustsI” and “Trusts II” 
(the standard textbooks on trust business 
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published by the American Institute of 
Banking). in its office library; while 14 had 
the Trust Bulletin (official publication of 
the Trust Division).* The Trust Division 
has prepared a suggested trust examiner’s 
library that would cost not over $25. This 
library is included in the report of the ex- 
aminers’ conference. 

If examiners are to be of the most pos- 
sible help to banks, they must keep abreast 
of developments in the trust business. For 
this purpose the library here suggested is a 
minimum provision. It would seem advis- 
able, therefore, for state supervisory au- 
thorities to make these few books and mag- 
azines at least available and accessible to 
their examiners. 


VII. Approval of Rates 


The following point has come to a head 
since the examiners’ conferences. It is that 
state supervisory authorities and state trust 
associations together might begin to ex- 
plore the feasibility of the approval by the 

*Trusts and Estates is in 19 supervisory 
offices.—Ed. Note. 
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state supervisory authority of uniform rates 
for usual trust services as a means of help- 
ing trust institutions to avoid the possibil- 
ity of violating the anti-trust laws. 

In January 1945, while legislation was 
pending in Congress to give insurance com- 
panies a reasonable time to comply with the 
anti-trust laws, President Roosevelt wrote 
a letter to Senator Radcliffe of Maryland in 
which he said that the anti-trust laws do 
not conflict with affirmative regulation of 
insurance by the states such as agreed in- 
surance rates if they are affirmatively ap- 
proved by state officials. On the assumption 
that this letter reflects the present opinion 
of the Department of Justice, is it not rea- 
sonable to conclude that agreed rates for 
trust service approved by the state banking 
department would not violate the anti-trust 
acts? 

The suggestion has been made that the 
boards of directors of banks and trust com- 
panies adopt their own uniform rates for 
usual services and specify the services they 
regard as unusual for which additional 
charges will be made. This course is being 
taken by the boards of banks and trust com- 
panies in several parts of the country, and 
probably will become general. However, if 
the boards of banks and trust companies 
should not take this course, or if the taking 
of the course should lead to harmful compe- 
tition on rates, then, rather than sacrifice all 
the progress that has been made in the last 
20 years in uniformity and adequacy of 
charges for trust service, it might be better 
to have uniform, minimum rates for usual 
services approved by the state banking de- 
partment. At any rate, this is a possibility 
worth exploring jointly by state trust asso- 
ciations and state supervisory authorities 
before the issue becomes acute. 


Virginia in Prudent Man Class 


In the state-by-state classification of trus- 
tees’ investment powers presented by the 
American Bar Association Committee in our 
January issue (page 90) Virginia is listed as a 
legal list state. Chairman Robert Neill, Jr., has 
made available to us copy of a letter from 
Charles Webster, Vice President and Trust 
Officer, National Bank of Commerce of Nor- 
folk, in which it is stated that while Virginia 
has a statute setting forth investments for 
fiduciaries, it is considered permissive and not 
mandatory, in the opinion of general counsel 
for the state bankers association as well as 
of the Comptroller of the Currency’s office. 
In view of the foregoing, says Mr. Webster, the 
law in Virginia is the Prudent Man Rule. 
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NNUAL reports to stockholders of banks 
A and trust companies are gradually be- 
coming more attractive as well as informa- 
tive. A review of reports covering the year 
1945 discloses a fairly universal increase in 
trust as well as bank resources and gross 
earnings. Many new additions are made to 
the ranks of those going beyond the con- 
fines of mere recitation of condition and 
earning statements. 


Some reports are outstanding in content 
and presentation and can be called first-rate 
instruments of public relations. As in indus- 
trial reporting, these banks have recognized 
the need for and advantages of more com- 
plete accounting of the stewardship of the 
funds entrusted to their care and of em- 
ployee interest and their role in community 
service. This is most aptly illustrated in 
President Robert C. Downie’s letter of 
transmittal with the report of Peoples-Pitts- 
burgh Trust Co. He addresses his letter: 
“To the Stockholders, Employees and Cus- 
tomers,” devoting a special paragraph to 
highlights of interest to each group. 

Reports this year contain a number of in- 
teresting innovations as well as data of pro- 
fessional interest. Some summarize their 
contributions to the national and local scene. 
The list is impressive, including war bond 
sales, ration banking, operation of facili- 
ties at military posts, depositary for con- 
tributions to war funds and charities, with- 
holding taxes, and cashing of government 
checks for non-depositors (all done without 
cost and at the expense of the bank.) Exten- 
sive overtime work by reduced staffs is also 
cited, along with training programs insti- 
tuted for new and old employees. One of the 
most interesting comments relates to the aid 
given officers and employees granted leave to 
serve in government departments. 

Surprisingly few annual reports contain 
comments on economic or fiscal affairs, al- 
though it would seem appropriate to give 
further attention to some of the construc- 
tive remarks which these made on the gov- 
ernment economy, industrial and ijabor con- 
ditions, productivity and inflation — mat- 
ters fundamentally affecting the welfare of 
their stockholders, customers and personnel. 
Some worthy examples of economic com- 
ment are published on page 328. 
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TRUST PROGRESS IN 1945 


Annual Reports Show Gains in Assets and Earnings 


Improvements in the securities markets 
and real estate values were widely reflected 
in earnings which were generally higher in 
1945 than in the previous year; also in elim- 
ination of loss carry-overs and recoveries 
on depreciated or doubtful assets. The lower 
rate of return on investments and loans and 
high operating costs were substantially off- 
set by these conditions and the increase in 
government debt-holdings. All-time highs in 
total deposits and resources, as well as hold- 
ings of government bonds, were the rule. 

In a substantial number of cases where 
trust department data were shown separ- 
ately, new highs were established in earn- 
ings and volume. Some of these cited the 
benefit of modernized fee schedules and cer- 
tain increased efficiencies in operation. 
Higher earnings doubtless also resulted 
from accumulation of effective past work in 
weeding out unprofitable accounts, better ac- 
ceptance policies, revision of fees, and other 
sound modern practices. 

Increasing public recognition of the value 
of trust services and the use of these facili- 
ties are apparent in all sections of the coun- 
try reporting. This was particularly true in 
increased volume among medium sized es- 
tates and in the extension of investment 
management services to many more custom- 
ers. Employee benefit plans showed a con- 
tinuing rise, while security market activity 
had a beneficial influence on corporate 
trust earnings. Several banks remarked on 
the promotion of smaller estate service 
Rather frequent reference was made also to 
the increased use of estate planning facili- 
ties and their appreciation by bank cus- 
tomers, stockholders and others. 

Of the 61 reports reviewed thus far, 26 
show increase in total volume of trust busi- 
ness, and only one cites a decline. Several 
cite increases in the amount of new business 
placed on the books as compared with 1944, 
and nine specifically referred to increases in 
the corporate trust department business. 
Twenty-one report trust earnings increases 
while only a couple show a decline, and these 
of fairly nominal amount. 

Several reports cited the dollar volume of 
trust department assets and some showed 
the dollar amounts of new business received. 
Trust department earnings are rarely segre- 





gated on the income statement, being some- 
times reported under the title “other operat- 
ing income, fees, commissions, etc.” 


References to common trust funds cited 
total asset values in five cases, all higher 
compared with the previous year. Diversifi- 
cation of investments (by type) was shown 
in one statement, as was average yield on 
the fund. One bank showed the increase in 
unit value during the year. 


“Trust” extracts follow: 


Gross and net earnings of the trust depart- 
ment in 1945 continued to increase and were 
substantially greater than in 1944. 

Ben R. Meyer, UNION BANK & TRUST 

CO., Los Angeles, Cal. 

. 

The Trust Department, which enjoyed an 
excellent year in 1944, obtained an even larger 
volume of new business in 1945. 

George M. Wallace, SECURITY-FIRST 

NATIONAL BANK, Los Angeles, Cal. 

x 

During the year this ban khas qualified as 
Executor, Administrator, and Trustee under 
Wills in estates aggregating $3,254,644 in 
value as fixed by the Inheritance Tax Ap- 
praisers. The smallest estate was appraised 
at $2,607 and the largest $709,257. During the 
same period the Bank has accepted Living 
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Trust and full management Agency Accounts 
of the total value of $1,140,578. Assets in the 
smallest Living Trust amounted to $1,600 and 
the largest $250,000. Gross earnings for 1945 
were $147,367.56, an increase over 1944 of 
$14,948.33. 

The Common Trust Fund, established July 
1, 1942, continues to increase in size and num- 
ber of trusts owning interests in the Fund. 
Value of this Fund on December 31, 1945, was 
$1,093,819. 

G. H. Schmidt, THE FIRST NATIONAL 

TRUST & SAVINGS BANK, San Diego, 

Cal. 


* 

The year 1945 witnessed the greatest activ- 
ity in the history of the Trust Department. 
This is a reflection in part of the esteem in 
which the department is held by clients of the 
bank and to the better understanding by the 
public of the importance and usefulness of this 
type of service. 

W. H. Thomson, THE ANGLO CALI- 

FORNIA NATIONAL BANK, San Francis- 

co, Cal. 


* 

The Trust Department continues to make 
progress in its professional work and in its 
volume of business. Its facilities are made 
available to individuals and companies of what- 
ever financial means, whether large or small. 

I. W. Hellman, WELLS FARGO BANK & 

UNION TRUST CO., San Francisco, Cal. 
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During the year our Trust Department has 
also grown satisfactorily, and has written a 
substantial amount of new business. At Decem- 
ber 31, 1940, trust funds of $27,500,148 were 
reported, while on the same date in 1945 they 
were $89,318,643. 


Thomas J. Mowbray, SECURITY TRUST 
CO., Wilmington, Del. 


The Trust Department did most effective 
work in maintaining a high standard of trust 
service with curtailed personnel during the 
war. With the recent return of several exper- 
ienced trust men from service in the Armed 
Forces, we are now in a position to further 
improve and broaden our trust activities. The 
Investment Division has been expanded and 
now has more account officers and an en- 
larged statistical staff. The Estate Settlement 
Division and the Tax Division have been en- 
larged. The Corporate Trust Division has had 
a substantial growth. 


Elwyn Evans, WILMINGTON TRUST 
CO., Wilmington, Del. 


The Trust Department not only showed a 
very substantial increase in all of its assets 
held in a Fiduciary capacity, but also in its 
earnings. 94 new accounts were opened and 
81 closed, showing a net increase of 13 for the 
year. The number of wills filed in the Trust 
Department wherein the Company is named 
Executor or Trustee, or both, continues favor- 
able. 


Corcoran Thom, AMERICAN SECURITY 
& TRUST CO., Washington, D. C. 
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The Trust Department has had a splendid 
year. The New Business received has been most 
satisfactory. Earnings have increased since 
the installation of the New Business Program 
in 1942. On February 19, 1945, the Trust 
Committee adopted a new Schedule of Fees 
for the principal services rendered in the Trust 
Department to place the fees on a more 
equitable and modern basis. To date, it has 
proved most acceptable to our customers. 

Since the subscription of the Company to 
the Statement of Policies adopted by the Na- 
tional Conference Group formed by the Amer- 
ican Bar Association and the American Bank- 
ers Association Trust Division, our relations 
with the Bar of the District of Columbia have 
been increasingly cordial. Many favorable com- 
ments on our acceptance of this Statement of 
Policies have been received from leading at- 
torneys in the community. 

The Company’s policy of cooperating in every 
way possible with members of the various life 
insurance underwriter groups has done much 
to create a feeling of mutual respect and help- 
fulness. 


William Miller, UNION 
PANY, Washington, D. C. 


TRUST COM- 


Earnings for the Trust Department for the 
year 1945 exceeded those of any former years. 
This record is especially gratifying because it 
emphasizes the regularity of successive in- 
crease of annual income. Apparently the ad- 
vance of the Department is in recent years 
characterized more than formerly by a regu- 
larity of progress rather than spasmodic in- 
creases. Annual increase of earnings has been 





Photograph, reproduced in Peoples-Pittsburgh Trust Co.’s annual report, shows 
noted economist Franklin Cole addressing bank’s corporate customers. 





accompanied by increases of principal assets 
of estates. The amount of estate assets admin- 
istered at the end of 1945 is the largest ever 
in the custody of the Company. 
Harry G. Meem, WASHINGTON LOAN 
& TRUST CO., Washington, D. C. 


Due to the favorable tax laws in the state 
of Florida, many northern visitors have found 
it advantageous to establish residence in 
Florida, transfer their trusts and appoint the 
First National as executor in their wills. The 
Trust Department administers more than 
$26,000,000 in Trusts. 

Robert E. Conn, E. Palmer Dickey and 
Wiley R. Reynolds, FIRST NATIONAL 
BANK, Palm Beach, Fla. 

. 

Our Trust Department has continued its 
healthy growth which in five years has seen 
accounts increase 50% and trust assets in- 
crease 60%. This steady enlargement of the 
Trust Department’s sphere is reflected in the 
1945 figures which disclose a 13% increase in 
the number of accounts with a 10% increase 
in assets. 

James D. Robinson & R. Clyde Williams, 
FIRST NATIONAL BANK, Atlanta, Ga. 


The problems of . . . inadequate trust com- 
pensation, and of growing expense referred to 
in our last annual report have not been wholly 
solved, but increases in volume of business in 
all departments have partially offset their ef- 
fect. 

Thomas K. Glenn and Robert Strickland, 

TRUST COMPANY OF GEORGIA, Atlanta. 


The Trust Department of the bank exper- 
ienced an active year and received a number 
of new appointments as Executor and Trustee 
under Wills. Because of the recent trend in 
income and inheritance tax legislation, it is 
becoming important even for those of modest 
estates to plan carefully for their families’ 
future. The Trust Department has, therefore, 
broadened its facilities during the past year 
to include service to this larger group. 

Our Custodian Management service contin- 
ues to expand and to increase in popularity 
from year to year. Its value to customers, in 
most instances, has been such as to assure us 
of a steady growth in the future. This type of 
service is available not only to individuals but 
also to corporations, charities, hospitals, edu- 
cational, religious and similar institutions 
whose endowment funds require supervision. 

In the Corporate Trust Division, there should 
also be a continuing growth with the antici- 
pated high volume of corporate financing in 
the post-war period. 

Lawrence F. Stern, AMERICAN NATION- 

AL BANK & TRUST CO., Chicago, Il. 
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Public Auction Sates 


Specialists in liquidating at pub- 
lic auction art, literary and other 
personal property for attorneys, 
trust officers, executors of 
estates and others 
Unsurpassed gallery facilities, 
skilled and experienced person- 
nel, effective and efficient meth- 
ods, perfected during many years 
of conducting public auctions* 


HIRAM H. PARKE, President 
ARTHUR SWANN, LeEsuie A. Hyam, Vice Presidents 


Epwarp W. Keyes, Secretary and Treasurer 


*Tllustrated brochure available to trust 
officers and law firms on request 
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Trust Department earnings showed a healthy 
increase over those of the preceding year and 
we anticipate a continuation of the growing 
demand for the highly regarded services pro- 
vided by this important division of the bank. 

Philip R. Clarke and Charles G. Dawes, 

CITY NATIONAL BANK & TRUST COM- 

PANY, Chicago, Il. 


* 

The business of the Trust Department in- 
creased again in 1945, with the major gain 
registered by the Corporate Trust Division. 

Walter J. Cummings, CONTINENTAL 
ILLINOIS NATIONAL BANK & TRUST 
COMPANY, Chicago, IIl. 

6 


Our Trust Department has again had a very 
satisfactory year. 
Frank R. Elliott, HARRIS TRUST & 
SAVINGS BANK, Chicago, Ill. 


e 
The Trust Department experienced a suc- 
cessful year, having received many new ap- 


pointments as executor, trustee, agent and 
custodian. An increasingly important service 
is this Bank’s function as trustee or agent 
under pension and profit sharing plans. The 
corporate trust division was especially active 
in obtaining new appointments. 


Solomon A. Smith, THE NORTHERN 
TRUST COMPANY, Chicago, IIl. 
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The Trust Department has made further 
gains during the year, both in volume of bus- 
iness handled by it and in the profits realized 
on its operations. There has been particularly 
good progress made in the Personal Trust 
Division. The Corporate Trust Division has 
operated on a somewhat restricted basis dur- 
ing the war, but will no doubt experience much 
greater activity from now on. 


R. S. Hecht, THE HIBERNIA NATIONAL 
BANK, New Orleans, La. 


e 
The continued steady growth of the Trust 
Department in actual operating results and 
the accumulation of potential trust business, 
again emphasizes the prominent position that 
this important activity of the Bank occupies 
in the community. 


Howard Bruce, BALTIMORE NATIONAL 
BANK, Baltimore, Md. 
eo 
The Trust Department has continued to make 
steady progress and has become firmly estab- 
lished. One of its most widely used services is 
that of providing conservative investment man- 
agement, as agent for individuals, and handling 
other related matters such as the custody of 
securities and the maintenance of accounting 
and tax records. 


Walter S. McLucas, NATIONAL BANK 
OF DETROIT, Mich. 
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In spite of the expense entailed we have 
adopted a policy that calls for a standard of 
service on a parity with that offered by any 
bank in the entire New York metropolitan 
area and the executive officers of our trust de- 
partment had their original training in some 
of the most famous trust departments in New 
York City. 

Frederic P. Fiske, MONTCLAIR TRUST 

CO., Montclair, N. J. 

o 

The Trust Department enjoyed a busy and 
profitable year. Its work was ably supplement- 
ed by the Estate Planning Department which 
at no cost assists individuals in collaboration 
with their attorney so that they may provide a 
maximum of benefit to their families at a 
minimum of cost to their estates. 


L. G. Harriman, MANUFACTURERS 
AND TRADERS TRUST COMPANY, Buf- 
falo, N. Y. 

- 

The volume of new business entered on the 
books of our Trust Department during the past 
year is considerably in excess of the amount 
obtained during 1944. The earnings of this de- 
partment also increased over those of the two 
preceding years. A continuance of the heavy 
turnover of qualified Trust Investments — plus 
the increased and complex duties concerning 
taxes — were largely responsible for the in- 
crease in activity of this department. The 
number of Wills which, for safe-keeping, have 
been deposited in our Trust Department, by our 
depositors, is indicative of sound, future 
growth of the business of this department. 


Fred E. Goldmann, THE MOUNT VERN- 
ON TRUST COMPANY, Mt. Vernon, N. Y. 


2 

The Trust Department’s 1945 earnings were 
the largest in the history of the bank ($29,350) 
and substantial additional fees will become pay- 
able during the next two years. The value of 
the assets under the care of this department 
now exceeds $10,000,000. Most of the trust 
accounts presently being administered are large 
and constitute choice business. The bank in- 
vites small as well as large trust accounts. 
Our only requirements are that the circum- 
stances, conditions and terms be such as to 
compensate the bank reasonably. Inquiries re- 
ceived as a result of the Direct-By-Mail New 
Business Program first undertaken last year 
are many and the results encouraging. 


Ernest H. Watson, FIRST NATIONAL 
BANK, New Rochelle, N. Y. 
a 
For several years the Personal Trust De- 
partment has been furnishing Investment Ad- 
visory service to customers, both individual 
and corporate ... The volume has not been 
large in the aggregate but shows a tendency 
to increase steadily. 


S. Sloan Colt, BANKERS TRUST Co0O., 
New York, N. Y:; 





One of the largest units of the bank is the 
trust department, which occupies ten floors 
of our building at 11 Broad Street and has a 
staff of approximately 70 officers and 1,200 
employees. All divisions of this department re- 
ported an increase in business activity during 
the past year, some of it of substantial pro- 
portions. There was a sizable gain in volume 
of business handled by the corporate trust 
division, which serves many of the country’s 
leading corporations as trustee. There also was 
a notable increase in the activity of the regis- 
tration and transfer division due to the larger 
number of security transactions during the 
last year. Coupon payments, dividend disburse- 
ments, and the business of those divisions spe- 
cializing in reorganizations and recapitaliza- 
tions likewise showed substantial gains. These 
gains were the natural result of greater activ- 
ity in the security markets and the many re- 
financings of security issues occasioned by 
prevailing low money rates. 

An impressive increase in new accounts and 
general activity was reported also by the cus- 
todian division, which provides a safekeeping 
service for securities, executes purchase and 
sale orders, collects and disburses income, and 
maintains records for income tax purposes... 
and the volume of securities received and de- 
livered for these accounts runs into billions 
of dollars a year in value. 


The personal trust division for the admin- 
istration of estates, guardianships and trusts 
under wills, living trusts, and life insurance 
trusts has maintained a leading position. Two 
other divisions — investment service, which 
supervises security portfolios, and pension 
trust, which provides a trustee service for 
pension and profit-sharing plans — have devel- 
oped an important number of new accounts 
during the year just ended. 


Winthrop W. Aldrich, THE CHASE NA- 
TIONAL BANK, New York, N. Y. 


The improvement in gross income was gen- 
erally distributed, $335,850 in interest earned, 
and $493,378 in other income principally com- 
missions. Toward the improvement in commis- 
sions the Corporate Trust Department con- 
tributed approximately $207,000 and the Per- 
sonal Trust Department about $170,000. 


The Net Current Operating Earnings added 
to Undivided Profits were $1,199,322, against 
$502,863 for 1944. 


New business received in the Personal Trust, 
Corporate Trust, Transfer and Coupon Paying 
Departments showed a satisfactory increase 
both in number of accounts and in volume of 
business, and further progress was made in 
the development of pension and profit-sharing 
trusts, 

The status of the Trust Company as a separ- 
ate institution gives it the benefit of its own 
Board of Directors and corps of officers who 
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give their undivided attention to the special- 
ized business of the Company. Our experience 
appears to us to justify this principle. 


Gordon S. Rentschler and Lindsay Brad- 
ford, CITY BANK FARMERS TRUST CO., 
New York, N. Y. 

a 
Our Trust Department has assumed increas- 
ing importance in the bank’s progress. 

Arthur S. Kleeman, COLONIAL TRUST 
CO., New York, N. Y. 

e 
The trust department has again shown grat- 
ifying results. The volume of new estates, 
trusts and custody accounts with security re- 
view service has been maintained at a satisfac- 
tory level. 


John I. Downey, FIFTH AVENUE BANK, 

New York, N. Y. 

. 

The Personal Trust, Investment Trust, Cus- 
tody, Corporate Trust, Pension Trust, Trans- 
fer, Coupon, and Dividend Paying Divisions 
have continued to serve an increasing number 
of individuals and corporations during the 
year 1945. While earnings of all divisions 
of the Fiduciary Department were satisfactory, 
they are affected from year to year by gen- 
eral conditions. The earnings of the Corporate 
Division were improved over the previous year 
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as a result of the marked increase in new 
corporate financing and refunding.” 


Eugene W. Stetson & J. Luther Cleveland, 
GUARANTY TRUST COMPANY, New 
York, N. Y. 


In 1945 the number of specialists on the 
Company’s fiduciary staff was increased. This 
was in keeping with the commonly accepted 
advantages of specialization in business and 
to adjust the Company’s fiduciary services and 
facilities to changes in economic conditions and 
customers needs. For example, there has been 
a growing demand for “advisory custodian 
service,” in the performance of which the Com- 
pany undertakes the usual custody duties and, 
in addition, makes recommendations for 
changes in investments. 

William N. Enstrom and Harry E. Ward, 

IRVING TRUST COMPANY, New York. 


e 

Long-term financing has become more active 
since the end of the war and our Corporate 
Trust Division has been favored with a con- 
siderable number of new important corporate 
trusteeships and agencies, both local and na- 
tional. The Personal Trust Division has re- 
ceived a substantial number of appointments 
as executor and trustee under wills, and as 
trustee under living trusts. The department has 
specialized for several years in Pension and 
Profit-Sharing Trusts, and has made excellent 
progress in this field. 
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The influence of taxes on estate planning, 
and the financial complexities affecting invest- 
ments in securities and business, are bringing 
our customers to an ever increasing realization 
of the economies which can be effected by an 
organization experienced and skilled in estate 
management and conservation. 


Harvey D. Gibson, MANUFACTURERS 
TRUST COMPANY, New York, N. Y. 


Commissions received from fiduciary opera- 
tions continue to represent a major source of 
income to the Company. In 1945 the Com- 
pany’s commissions from all sources amounted 
to $2,418,958.46 compared to $2,603,886.89 in 
1944, the reduction reflecting a smaller num- 
ber of trusts and estates closed out during the 
year on which principal commissions were 
collected. The earnings of the Corporate Trust 
Department again exceeded the previous year 
by a substantial margin. Despite the heavy 
impact of income and estate taxes which 
normally retard the accumulation of wealth 
and diminish the amount passed on to legatees, 
the total volume of fiduciary. assets under our 
control continues to increase from year to year. 
There has been a pronounced appreciation of 
capital values in recent years, moreover, 
which has stimulated the demand for the vari- 
ous types of fiduciary services which we per- 
form. We note, particularly, a growing inter- 
est in our Investment Advisory and Estate 





Twenty-one men and women with a total of 619 years of service to their credit were 
honored by their co-workers at First National Bank-Kentucky Trust Company of Louis- 
ville. With President J. McFerran Barr of First National and President Henry Y. Offutt 
of The Kentucky Trust heading their twenty-five hosts, they were honor guests at a 
dinner on February 11. They were presented with gold pins to commemorate a quarter 
century or more of service. Judge James W. Stites, former Chief Justice of the Ken- 
tucky Court of Appeals and member of the board of the two banks, remarked that “end 
to end the service of these 21 runs back to 1327 A.D., long before Columbus discovered 


America.” 


C. L. A. Johnson, who is 87, was elected president of the “Old Timers Club” 


which was organized at the dinner. 


Judge Ernest S. Clarke, of the board of directors, who recently resigned as trust 
officer of Kentucky Trust, was the toastmaster. 





Planning services. At the same time the Com- 
pany is developing methods of operation which 
enable it to administer on a favorable basis 
estates and trusts of moderate size. 
Williamson Pell, UNITED STATES 
TRUST COMPANY, New York, N. Y. 
. 

The total assets of the Trust Department 
increased $62,348,492 during the year; of this 
amount $48,269,718 was the total of the trust 
assets taken over from the Rochester Trust 
Company. Trust Department assets increased 
from $73,407,933 in 1935 to $184,895,181 in 
1945. 

Raymond N. Ball, LINCOLN ROCHES- 

TER TRUST COMPANY, Rochester, N. Y. 


During the past year your Trust Department 
reached new highs in volume of business, num- 
ber of accounts and in the dollar value of 
trust assets. While these assets are carried 
on our books at control figures, their estimated 
market at the year-end was $184,000,000. Our 
earnings, while satisfactory, must impress you 
as being extremely moderate in view of the 
nature and extent of the services rendered and 
the degree of responsibility assumed. 

We shall continue to dispel a misconception 
that we are interested only in, and that trust 
services are available only to, people of sub- 
stantial wealth. We fully recognize the ex- 
treme importance of the sound and careful 
administration of small and moderate estates, 
which we aggressively solicit. 

The Common Trust Fund, established in 
January 1940, is proving of tremendous value 
in the sound administration of those trusts 
not large enough within themselves for indi- 
vidual diversification of investments. The num- 
ber of participating accounts is now 542. 

Richard G. Stockton, WACHOVIA BANK 

& TRUST CO., Winston-Salem, N. C. 


Gross Trust Department income increased 
from $405,734 in 1944 to $495,186 in 1945. 

John C. McHannan & Loring L. Gelbach, 

CENTRAL NATIONAL BANK, Cleveland. 


Our Estates Trust and Corporate Trust De- 
partments have continued to make progress, 
both in volume and in earnings. The determin- 
ation to make trust service available to in- 
creasing numbers has resulted in the Estates 
Department creating a “General Trust Fund,” 
to provide greater diversity of investment and 
stability of income and principal values that 
cannot usually be obtained through separate in- 
vestment of small or moderate trust funds. 
There is a growing demand for the services 
of a Corporate Trustee for Pension and Profit 
Sharing Funds. 

George Gund, THE CLEVELAND TRUST 

CO., Cleveland, Ohio. 
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For the year just closed the Trust Depart- 
ment has shown consistent business growth 
in both the Estates and Corporate Divisions. 
Trust Department work presents one of the 
best opportunities for developing fine human 
relationships. The acid test of satisfactory 
trust service is the efficiency, competency and 
dispatch with which business of vital im- 
portance to each customer is handled. 

It is our policy to develop actively in the 
public mind a consciousness of the desirability 
of Trust Department service not only for the 
limited wealthy few but also for the larger 
group of people of moderate means. 


Sidney B. Congdon, THE NATIONAL 
CITY BANK, Cleveland, Ohio. 


The Trust Department enjoyed an active and 
satisfactory year during 1945. We received 
numerous appointments as executor under wills 
and as trustee, under both wills and living 
trusts. We were named as trustee under a num- 
ber of pension and profit-sharing retirement 
trusts. It is reasonable to expect that this type 
of business will increase in the future because 
of its proven value to companies in stabilizing 
personnel and benefiting employee relations. 
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The activity in our corporate trust division has 
increased considerably. 
Willard I. Webb, Jr., OHIO CITIZENS 
TRUST CO., Toledo, Ohio. 


Breakdown of 1945 earnings of Central 
National Bank of Cleveland 


At the end of 1945 the control value of 
Trust Assets totaled $31,319,737 compared 
with $30,457,328 at the end of 1944, an in- 
crease of $862,408. 


Carl W. Ullman, THE DOLLAR SAVINGS 
and TRUST COMPANY, Youngstown, Ohio 


@ 

Year-end statements continue to reflect the 
solid and continuous growth of the Trust De- 
partment. New business reported indicates that 
the service of this department is being utilized 

by an increasing number of individuals 
both in the handling of their estates and for 
their many investment problems. 


E. C. Sammons, UNITED STATES NA- 
TIONAL BANK, Portland, Ore. 


The earnings of the Personal Trust Depart- 
ment are less than last year in spite of the 
fact that we have received a substantial amount 
of new business. This decrease is partly be- 
cause the income on which earnings are based 
has been reduced by the lower rate of return 
on investments. The unusual increase in the 
earnings of the Corporate Trust Department 
is due to activities in connection with corporate 
refinancing, which, of course, cannot be ex- 
pected to continue at the present rate. Satis- 
factory growth was experienced during the 
year, new appointments as Executor, Trustee, 
Guardian, Custodian, etc., amounting to ap- 
proximately $33,000,000. Fluctuation in Trust 
Department earnings is inherent in the method 
used at present to determine the compensa- 
tion. of fiduciaries. As new and more scientific 
methods are adopted, such fluctuations will 
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tend to level out, thus enabling managemen: 
and shareholders to evaluate more accurately 
each year’s results. 


Marshall S. Morgan, FIDELITY-PHILA- 
DELPHIA TRUST COMPANY, Philadel- 
phia, Pa. 


Trust Department income decreased from 
$217,034 to $196,462. Our Common Trust Fund 
has now been in operation for five years. It 
has proven most satisfactory and has met 
the needs of innumerable trust accounts by 
providing diversification which is so necessary, 
and which in the past has been available prin- 
cipally to large estates. The value of each unit 
of participation (par $10.00) in the Fund had 
a market value at the close of the fiscal year, 
October 31, 1945, of $12.42 as compared with 
$11.07 the year before. The average cost per 
unit to the participants from the inception of 
Tre Fund to October 31, 1945 was $10.21. 


At the beginning of the year, we instituted 
a new method of furnishing income tax in- 
formation which we believe will be advan- 
tageous to the beneficiaries of estates under 
our management. The statements that go to 
each beneficiary are coded with symbols which 
show how each item of income and deduction 
should be allocated for income tax purposes. 
The beneficiary thus has not only the record 
of the account for the year but also all neces- 
sary income tax information so that he may 
quickly assemble the data for an estimated 
declaration at any time or for his final re- 
turn. 


Louis H. Bieler, GERMANTOWN TRUST 
CO., Philadelphia, Pa. 


The gross earnings of the Corporate Trust 
Department were $146,756, as against $120,026 
last year, an increase of over 22 per cent. Un- 
fortunately there is no assurance that this 
satisfactory showing can be maintained. Gross 
revenues of the Personal Trust Department for 
the year were $1,794,643. Estimated operating 
expenses for the year were $1,651,137, indicat- 
ing a net profit of $143,506, equivalent to but 
17c for each $1,000 of assets administered, 
whereas we believe a fair and reasonable profit 
to be about $1.50 per $1,000. 


During the past year, we published a series 
of advertisements relating to the settlement 
of small estates. These advertisements were 
productive of excellent results, first, because 
of the volume of business received, and, sec- 
ondly, because of their informative character, 
being so phrased as to emphasize the fact 
that we welcome the responsibilities incident 
to the administration of small estates, for it 
is a fact that 34% of the estates settled by 
us in the last five years had an average of 
less than $25,000. Our Common Trust Funds 





have grown to a combined value of $36,809,472, 
and during the six-year period income pay- 
ments have totaled $4,173,847. 

James E. Gowen, GIRARD TRUST COM- 


PANY, Philadelphia, Pa. 


The volume of new trust business during 
1945 showed a satisfactory increase, the Per- 
sonal Trust Department operating at a small 
profit, in part due to increased principal com- 
missions which are non-recurring. The Cor- 
porate Trust unit continued to run on a sub- 
stantially profitable basis. 

As of July 1, 1942, we organized a Discre- 
tionary Common Trust Fund. As of June 30, 
1945, the Fund held assets of an aggregate 
market value of $3,262,650.17, as against 
$2,610,969.79 on June 30, 1944. It has shown 
to original participants an appreciation of over 
22% and a yield of 4.2%. 

Percy C.' Madeira, Jr.. LAND TITLE 

BANK AND TRUST CO., Philadelphia, Pa. 


Additional bank reports will be carried 
in the next issue. 


Graduate School of Banking 
June 17-29 


The 1946 summer resident session of The 
Graduate School of Banking of the American 
Bankers Association — its twelfth — will be 
held at Rutgers University, New Brunswick, 
New Jersey, June 17 to 29 inclusive. There are’ 
indications of a record number of applications 
for enrolment. However, the student body will 
be limited to 600 students, approximately 200 
to each of the three classes. The first 200 ap- 
plicants for the first year class meeting the 
entrance requirements will be accepted. Except 
for two war years, the demand for enrolment 
has always exceeded the capacity of the school. 

Three new members are to be added to the 
faculty this year. They are: Falkner Broach, 
vice president, National Bank of Tulsa (on gov- 
ernment securities); Harry C. Culshaw, vice 
president, The Pennsylvania Company for In- 
surances on Lives and Granting Annuities, Phil- 
adelphia (on specialty credits), and Carl M. 
Flora, vice president, First Wisconsin National 
Bank, Milwaukee (on consumer credit). 

The class of 1946 will be the tenth class grad- 
uated since The Graduate School started. It 
will raise the number graduated to a total of 
1,546. Every state in the Union is represented 
among its alumni. 
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on issues and quick execution of orders are availa- 


ble from an experienced staff. Inquiries to our bond 


department are invited. 


THE NORTHERN TRUST COMPANY 


50 SOUTH LA SALLE STREET, CHICAGO 





ANKING and trust institutions as a 

focal point of financial activity and 
leadership — actual or potential — in their 
community should find the annual report an 
opportune place for constructive economic 
comment. While most banks still cling to 
the old fashioned custom of mere recitation 
of the changes in their financial items, a 
few recognize the natural interest in future 
prospects for banking and trust work as a 
whole. In these days of public confusion 
over economic, fiscal and industrial condi- 
tions, the presentation of facts and views of 
the nation’s financial leaders seems most ap- 
propriate. 

The following quotations are taken from 
annual bank reports which contribute to 
clarification of current issues or better ap- 
preciation of financial prospects: 


We must get to work now to produce tang- 
ible wealth that will give sound value to our 
dollars. This production must be shared be- 
tween all the groups of the nation. Capital 
cannot take it all because if it does, it inflates 
security prices and lowers the consumption of 
the products of our factories. If labor gets 
more than its share, wages are inflated and 
the initiative and ability of capital to produce 
jobs are destroyed. 

Ben R. Meyer, UNION BANK & TRUST 

CO., Los Angeles, Cal. 


The danger of inflation is by no means pass- 
ed. The Government has deemed it necessary 
to continue some of its controls over prices. 
Such controls were cheerfully accepted by our 
people during the war emergency, but they are 
becoming very irksome now that peace has 
come. Moreover, in many instances these re- 
strictions seriously interfere with full produc- 
tion of goods, for which there is an urgent de- 
mand, because often manufacturers are unable 
to produce at the price levels set for their fin- 
ished products. 

These and similar difficulties have seriously 
interfered with a smooth transition from a 
war to a peace economy, and the danger is 
that the situation will become so difficult and 
complicated that there will arise a new appeal 
for Government intervention which, if permit- 
ted, will bring us another step nearer to a 
“managed economy” and away from our cher- 
ished American ideal of “free enterprise.” 

The demand for substantially higher wages 
on the part of labor will be difficult to meet 
without at least some advance in prices. The 
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STATE OF THE NATION 


As Noted by Bank Presidents in Annual Reports 


manufacturer is being squeezed between low 
ceiling prices and high labor costs, and finds 
himself unable to supply the unprecedented de- 
mand for goods. The public interest suffers as 
a result, and much unemployment is likely to 
develop even outside of the plants in which 
strikes are called. Unfortunately, labor and 
management have not succeeded in settling 
their differences by direct bargaining, and the 
Labor-Management Conference recently held 
in Washington also failed to produce tangible 
results. Nor is it likely that the President’s 
fact-finding bodies will bring the much desired 
industrial peace. It is to be hoped, however, 
that other means will soon be found to settle 
these long standing disputes so as to speed 
reconversion and maximum peace-time pro- 
duction, which is the best antidote to infla- 
tion. In any event, however, there is likely to 
be a slow persistent rise of prices in many 
lines during 1946, 

R. S. Hecht, THE HIBERNIA NATIONAL 

BANK, New Orleans, La. 


In our domestic situation the formulation of 
a more definite program and of more clearly 
defined policies on the part of our government 
which undertook the establishment of controls 
over our economy cannot be deferred long... 
I feel personally that the overall increase in 
bank deposits of the country and the tre- 
mendous increase in money in circulation sug- 
gests the need for a review of Federal Fiscal 
Policy as an essential step in dealing with 
our pressing post-war problem of holding our 
price structure. The bank deposits grew out 
of the use of bank credit by the Federal Gov- 
ernment in financing its operations prior to 
the war, as well as during the war. We are 
assured from some quarters of government 
and business that we can produce our way out 
of this situation without a damaging increase 
in the general price level. My impression is, 
however, that such has not been the case with 
others who have suffered from inflation, and 
to me it ignores the fact that such new pro- 
duction produces in large part new purchasing 
power, which will absorb a large part of the 
products produced. The part of the new pro- 
duction not absorbed by its own new purchas- 
ing power will be substantially eaten into by 
buying financed on the installment plan and 
by the delivery of our goods to other parts of 
the world, which will involve no absorption 
of our domestic purchasing power. 

With these and other elements added to the 
new purchasing power, there is apt to be little 
encroachment on the old purchasing power 
except as it may come out of the price struc- 





ture moving ahead of production and labor 
costs as it normally does in an inflationary 
period. If there is an element of soundness 
in these general observations, is it not desirable 
that the Federal Fiscal Policy be revised with 
a view to drawing off the accumulation of 
purchasing power during the war years into 
Government Bonds? If the choice lies be- 
tween the cost to our people which comes from 
inflation as we can see it in various parts of 
the world today and a higher interest cost on 
the Government debt, an understanding public 
would prefer a change in the interest cost on 
the debt. 

To the extent that the accumulated purchas- 
ing power is moved into Government Bonds, it 
would result in a direct elimination of that 
purchasing power as a pressure for rising 
prices and inflation, and it would bring about 
a reduction in bank deposits and of bank hold- 
ings of Government Bonds. 

K. W. Berry, WHITNEY NATIONAL 

BANK, New Orleans, La. 

e 

It should be obvious that widespread gov- 
ernmental controls can not work effectively in 
a competitive economy. Rigid price control, 
for example, too frequently results in the re- 
striction or discontinuance of production. Rigid 
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control over interest rates results in eventual 
regulation of the extension of all credit. 


Walter S. McLucas, NATIONAL BANK 
OF DETROIT, Mich. 
o 
An adjustment of wage disputes means long 
and bitter bargaining. If these disputes can 
be kept in the field of working conditions and 
the pay envelope, an eventual settlement by 
the usual method of trade and compromise 
will be reached. But if the demand for better 
wages is only part of the program and the real 
intent is to bring about a form of state social- 
ism, the adherents to the American system of 
free enterprise will give battle and the great- 
est industrial war this country has ever seen 
will be on and it will, of course, spread from 
the economic to the political field. If such a 
tragic event can be avoided — and it can be 
if the leaders of labor will look only to the 
real interests of their people putting aside 
ideological will-o-the-wisps — this country 
will see a period of productive activity that 
will not only bring prosperity to our land, but 
will be the means of leading the war torn 
nations of the Old World to the light of better 
days. . 
W. L. Hemingway, MERCANTILE-COM- 
MERCE BANK & TRUST CO., St. Louis. 
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Government fiscal policies are the dominant 
force in the structure of interest rates. The 
policy up to the present has been one of main- 
taining low rates, but the working out of the 
policy has resulted in declining rates. The 
amount of interest paid by the Government on 
a greatly expanded debt, while important, is 
by no means so important as the distribution 
of the debt itself. The inflationary effects of 
expanding bank credit are too well known to 
be dwelt upon here, but the lessor known dis- 
advantages of declining interest rates paid 
to non-bank investors are only beginning to 
be recognized. If, instead of concentrating ex- 
cessive amounts of the debt in short matur- 
ities which tend to flow into the banking sys- 
tem, the Treasury would issue _ sufficient 
amounts of longer-term securities to attract 
and retain the savings of institutional and 
private investors, it would lead to a better 
distribution of the debt and create a healthier 
debt structure. 


Declining interest rates do not in fact re- 
lieve the public of the debt burden as sug- 
gested. Somebody pays the price for these 
lower rates. They add to the cost of every 
life insurance policy and reduce the income of 
every savings depositor and every investor, 
whether in Government securities or in corpo- 
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rate securities. They reduce the income o0: 
every endowed educational and charitable in- 
stitution. Such costs as these do not go through 
the Federal budget but the public pays them 
nevertheless. It is a form of indirect taxation, 
or confiscation, if you please, that in many 
cases may be far more burdensome or inequit- 
able than straight Government taxation to 
meet legitimate debt costs. 


S. Sloan Colt, BANKERS TRUST CO., 
New York. 


. 

While there appear to be many advocates 
for those who find it advantageous to operate 
on money borrowed from others, no national 
figure has risen to champion the cause of the 
investors, whether they are individuals, trust 
funds, corporations or endowment funds for 
religious, charitable or educational organiza- 
tions. It is hard to understand why there 
should be more concern for the borrower than 
for the lender. It is the person of modest 
means who has suffered most from the lower- 
ing of interest rates, and many aged men and 
women, as well as young children, have found 
themselves in unfortunate circumstances be- 
cause the return on the savings conscientiously 
provided for their care, has arbitrarily been 
reduced by their Government. The spendable 
income of the wealthy is controlled almost 
completely by our system of graduated income 
tax. 

Some have asserted that low interest rates 
represent a powerful factor making for bus- 
iness recovery, but the role of low interest 
rates as a stimulant has been greatly over- 
emphasized, for we know that such rates are 
not an adequate substitute for sound economic 
policies generally. 

It is often lost sight of that banks for the 
most part are owned by a great number of 
individuals holding small amounts of stock. 
They have invested their funds in bank shares 
in order to receive a return on their capital 
and they naturally look for a reasonable appre- 
ciation in the value of their investment. If 
these are unobtainable they have no alterna- 
tive but to turn to other investment opportun- 
ities where the rewards are greater, and the 
banking system would consequently be handi- 
capped in acquiring additional capital to keep 
pace with our expanding economy. A strong 
banking system is indispensable if our national 
business life is to have a healthy and vigorous 
expansion under our free enterprise system. 


J. Stewart Baker, BANK OF THE MAN- 
HATTAN CO., N. Y. 
e 
The labor-management situation is serious 
and, unless a sane solution of it is found, bids 
fair to aizect adversely the whole economy. | 
believe government must take control of the 
situation with a firm hand, laying down rules 
which labor and management must follow. 
Each must be made to live up te its contracts, 
with government standing by as an impartial 





arbiter to see that justice is done and agree- 
ments are carried out. 

The great majority of the population suffers 
from industrial conflict and strife, and must 
eventually pay the bill for the outcome, re- 
gardless of the settlement. The time has come, 
therefore, when the government should see 
that the interests of the overwhelming, unor- 
ganized majority are protected against organ- 
ized minorities. The spineless attitude of gov- 
ernment should be endured no longer. 

The threat of inflation still hangs heavy 
over our heads. It is running wild in many 
parts of the world. It can happen here and is 
actually out of control in some lines, especially 
in farm land and urban real estate prices. 

I believe that government control of prices 
and production should be completely removed 
just as soon as the emergency period ends. 
Free competition and the unhampered working 
of the law of supply and demand are the best 
protection against inflation. 


Robt. M. Hanes, WACHOVIA BANK & 
TRUST CO., Winston-Salem, N. C. 


e 

It would be short-sighted, indeed, to im- 
pair an integrated and well functioning bank- 
ing system in order to make cheap money 
cheaper. The public good, over the long haul, 
will be poorly served if we do not maintain a 
strong and healthy banking system as an es- 
sential counterpart to a strong and healthy 
industrial America under our free enterprise 
way of life. The situation that the banks may 
face as the result of too low interest rates re- 
quires public explanation and public under- 
standing. 

The fundamental and basic reason that 
America was able to produce and furnish 
weapons, equipment and supplies, not only 
for our own armies but also for the armies of 
our allied nations, in the quantities they need- 
ed, and at the time they needed them to crush 
the enemies, is due to our free enterprise sys- 
tem. For our own good and for the best inter- 
ests of the generations that follow, we should 
and must, as individuals, exert every talent 
at our command to make sure that this great 
free enterprise system is maintained as our 
way of life. Even the Germans, with all their 
regimentation, well know that a favorable 
taxation policy with respect to depreciation 
was an incentive for modern and efficient pro- 
duction facilities. 

With all of our plans, let us insist that our 
free enterprise is the cornerstone of industrial 
preparedness. Let us throw out the bad in that 
system — of our own volition, and before 
those who would destroy it, pick out the few 
bad apples which grossly misrepresent that the 
whole system is bad. Let us see to it that the 
good in that system is preserved; that the 
good is made better. 


Col. Robert C. Downie, PEOPLES-PITTS- 
BURGH TRUST CO. 
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Woman of the Year 


Miss Ethleen Lasseter, trust auditor of the 
First National Bank of Atlanta, was recently 
named Business Woman of the Year in 1945. 
In commenting on 
Miss Lasseter’s 
accomplishments, 
N. Baxter Mad- 
dox, head of the 
committee of 7 
men who chose 
her, stated “Miss 
Lasseter helped 
plan and inaugur- 
ate the first bank 
analysis depart- 
ment in the city. 
She has contrived 
a system of con- 
tinuous audit of 
trusts and es- 
ETHLEEN LASSETER tates, and indi- 

vidual audits and 
trusts, which is bringing inquiries from the 
larger banks in other cities. She has also de- 
vised a system of synopsis of trust accounts 
that is a singular contribution to trust work.” 
(See July 1945 issue of Trusts and Estates). 

Miss Lasseter is president of the American 
Women’s Society of C.P.A.’s. 
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Book Reviews 


FEDERAL TAXES ON ESTATES, TRUSTS 
AND GIFTS 1945-46 


By ROBERT H. MONTGOMERY and 
JAMES O. WYNN. The Ronald Press, New 
York. 901 pp. $7.50. 


This reviewer has just finished re-reading 
the preface to this hardy (and always wel- 
come) perennial. We were tempted to say that 
the preface alone is worth the purchase price. 
Col. Montgomery is so right in his criticism 
of the tax structure and his proposals (through 
the past 20 years or more of these editions) 
so sound, 

The book itself follows the pattern of its 
predecessors. Part I consists of suggestions 
for planning the distribution of an estate. Part 
II deals with the income tax on decedents, es- 
tates and trusts. Part III covers the estate 
tax, and Part IV the gift tax,. The relevant 
code sections and regulations are set forth 
together with analysis of the leading court 
decisions. 

We have been using Montgomery (in its 
annual editions) since 1936 and have yet to be 
disappointed in finding the lead to the answer 
on any fiduciary tax question. 


POST-WAR SAVINGS AND 
INVESTMENTS 


By LAURENCE H. SLOAN. Harper & 
Bros., New York. 134 pp. $1.75. 


This is an interesting “study of the oppor- 
tunities for saved capital available to the 
American people, and an appraisal of the past 
and probable future hazards of savings and 
investments.” The author, who is vice president 
of the Standard & Poor’s Corporation, con- 
siders the role of common and preferred stocks 
in an investment program; he compares gov- 
ernment bond yields with those obtainable 
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from other types of fixed-income securities; 
he analyzes real estate (and mortgage) in- 
vestment risks; he appraises life insurance as 
the most important single avenue of financial 
security. The book is well worth an hour or 
two’s reading time. 


MEN AT WORK 


STUART CHASE. Harcourt Brace & Co. 

144 pps. $2. 

Can we find, in this power age, opportunities 
for personal development and_ satisfactions 
which were inherent in the handicraft era? 
This series of case studies, in reportorial style, 
provides thought-provoking facts and observa- 
tions of interest to any employer and others 
concerned with industrial relations. As Mr. 
Chase remarks, “For their neglect of the human 
function of production, managers have paid 
a high price in strikes, restricted output, and 
a sea of human waste.” 

Timely solutions, the author claims — with 
some convincing citations of successful co- 
operative moves — lie in the field of the intelli- 
gent management of men. His chapters on the 
Hawthorne experiments of Western Electric 
deserve scrutiny by every executive not famil- 
iar with them, or perplexed about how to get 
better productivity and more congenial work- 
ing relations. He also takes the reader into 
actual sessions of an effective Training Within 
Industry program, and gives other examples 
of democratic participation of employees, 
townspeople, farmers and government agencies 
as possible cures for many of the industrial 
and economic problems of the day. His com- 
ments on the “work team” illustrate his con- 
tention that personal feelings and social aspects 
of a worker’s environment often count more 
than any other factor — in his results and in 
his objectives. Mr. Chase addresses himself to 
basic human issues which underlie much of our 
current trouble in economic relations, and 
shows how the application of democracy in 
company and community evolve mutually bene- 
ficial, often simple solutions. 


‘0 


Securities Added to Legal List 


The New York State Banking Board had 
added to the legal list $6,870,000,000 of 15% % 
equipment trust certificates dated February 1, 
1946 of the Chicago Northwestern Railway, 
and $6,000,000 of general mortgage, Series A, 
4%, due April 1, 1960, of the Philadelphia 
Baltimore and Washington Railroad. The Board 
rescinded its authorization of January 16 to 
invest in 25% debentures of Philip Morris & 
Co., due February 1,.1966. 





PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CALIFORNIA 


Los Angeles—George D. Bjurman advanced 
from assistant trust officer to trust officer, 
BANK OF AMERICA; H. A. Temby (River- 
side Branch) and J. F. Spieler (Glendale main 
office) also from assistant trust officers to 
trust officers. 

San Franciseo—WELLS FARGO BANK & 
UNION TRUST CO. advanced Brian E. Gagan, 
Albert J. Callahan and H. G. King from as- 
sistant trust officers to trust officers; Leon 
Castel, C. M. Allen and Fred B. Hack to as- 
sistant trust officers. 


CONNECTICUT 


Hartford — HARTFORD-CONNECTICUT 
TRUST CO. made the following changes: 
Charles M. Squires (Rockville Branch) ad- 
vanced to vice president and trust officer; and 
in the trust department of the main office 
Harold J. House, assistant secretary, was ap- 
pointed trust officer; G. Harold Reinhardt, 
Melvin C. Seymour, William W. Sisbower, Ray- 
mond L. Buck and Herbert W. Root made as- 
sistant secretaries. Retirement was announced 
of J. Lincoln Fenn, vice president in the trust 
department. 

Hartford—Thomas B. Cannon and Albert 
H. Barton, PHOENIX STATE BANK & 
TRUST CO., were promoted from assistant 
trust officers to associate trust officers. 


DELAWARE 


Wilmington—Promotions at WILMINGTON 
TRUST CO. were as follows: Arthur W. Birch, 
Endley P. Fairman (returned from service), 
David Lindsay, III, and Joseph Rhoads ad- 
vanced from assistant secretaries to assistant 
trust officers. Newly appointed assistant secre- 
taries are George P. Bissell, Jr., Joseph Y. 
Jeanes, Jr. and Willard B. McConnell. 


ILLINOIS 


Chicago—With the expansion of its new 
trust division, CENTRAL NATIONAL BANK 
named Gilbert A. Smith assistant trust officer. 
Mr. Smith, an attorney, is a former agent of 
the Federal Bureau of Investigation. 


INDIANA 


Elkhart—Clifford P. Martin has been elected 
cashier and trust officer of the FIRST OLD 
STATE BANK. 


Evansville—Elmer J. Schroeder, formerly 
vice president and trust officer, LAMASCO 
BANK, was elected president to succeed Alvin 
Eades, named chairman. O. O. Matthews, for- 
mer cashier and trust officer, was made vice 
president and trust officer. (Correction of last 


month’s report, erroneously under Evanston, 
Ili.) 


Indianapolis—Neil C. Estabrook, formerly 
associated with Merrill Lynch, Pierce, Fenner 
and Beane in Indianapolis, has taken a posi- 
tion in the trust department of BANKERS 
TRUST CO. , 

LaPorte—E. C. Mueller advanced to treas- 
urer, in addition to his present position as 
assistant secretary and trust officer, at the 
LAPORTE LOAN & TRUST CO. 

South Bend—Formerly vice president, L. L. 
Matthews of AMERICAN TRUST CO. was 
elected executive vice president. 


IOWA 


Des Moines — CAPITAL CITY STATE 
BANK promoted J. N. Coffey from cashier and 
trust officer to vice president and trust officer. 


KENTUCKY 


Louisville—A. E. Cabbell advanced from 
assistant secretary of the trust department, 
LINCOLN BANK & TRUST CO., to secretary; 
J. Garnett Cook, former secretary who was.in 
service, elected a vice president. 


LOUISIANA 


Lafayette—At FIRST NATIONAL BANK, 
Dudley Foreman succeeds A. Dennis Landry as 
cashier. Mr. Landry became president, as re- 
ported last month. 


MASSACHUSETTS 


Boston—Ralph Lowell, chairman of the 
board and of the executive committee of the 
BOSTON SAFE DEPOSIT & TRUST CO., 
was elected president to succeed Lyman H. 
Allen, who becomes vice chairman of the 
board and of the executive committee. Laur- 
ence G. Dean, formerly treasurer, was made a 
vice president, and is succeeded as treasurer 
by Nathaniel L. Harris. William W. Wolbach 
was advanced to trust officer, and Reginald L. 
Winchester made an assistant trust officer. 
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_ Fall River—Lieutenant Commander Lincoln 
D. Brayton was elected a trust officer at the 
B. M. C. DURFEE TRUST CO. Before his ser- 
vice in the Navy the past three and a half 
years, he practiced law in Fall River. 

Lawrence — BAY STATE MERCHANTS 

NATIONAL BANK elected Howell M. Still- 
man, formerly executive vice president, as 
president to succeed Arthur Sweeney, who was 
elected chairman of the board. Arthur C. Dame 
(formerly cashier) was elected vice president. 
Everett P. Merrow was elected cashier and 
continues as trust officer. 


MICHIGAN 


Detroit—The NATIONAL BANK OF DE- 
TROIT announces the following promotions in 
the trust department: George E. Parker, Jr. 
and C. H. Haberkorn, Jr., vice presidents and 
assistant trust officers to vice presidents and 
trust officers; C. Stewart Baxter and Ralph 
C. Whitsett, Jr., to vice president and assistant 
trust officers; Charles H. Stickels, to assistant 
trust officer. 

Grand Rapids—Appointment was announced 
of Joseph F. Shaw (recently discharged from 
the Navy) as assistant vice president in the 
trust department of the MICHIGAN NATION- 
AL BANK. 


MISSOURI 


St. Louis—William H. Jaffke has been elect- 
ed an assistant vice president at the MERCAN- 
TILE-COMMERCE BANK & TRUST CO., in 
its real estate department. Mr. Jaffke was 
formerly secretary and treasurer in charge of 
the Mortgage Loan and Real Estate Depart- 
ment of the TOWER GROVE BANK & TRUST 
Co. 


NEVADA 


Reno—Paul E. Dorman, associated with the 
FIRST NATIONAL BANK OF NEVADA the 
past eight years, resigned as vice president and 
trust officer and is succeeded by R. O. Kwapil. 
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NEW HAMPSHIRE 


Concord—Dudley W. Orr, attorney, recently 
released from the Navy as lieutenant, became 
trust officer of the MECHANICS NATIONAL 
BANK to succeed the late Benjamin V. Couch. 


NEW YORK 


Freeport—Clark I. Scott was named chair- 
man of the executive committee of the FIRST 
NATIONAL BANK & TRUST CO., Dr. George 
A. Newton elected president and chairman of 
the board. 

New York—CHEMICAL BANK & TRUST 
CO. elected Roger S. Ames a trust officer. 

New York—GUARANTY TRUST CO. ap- 
pointed Kenneth S. Stocker an assistant trust 
officer. 

New York—IRVING TRUST CO. announced 
the election of Richard H. West, vice president 
in charge of its trust division, as a director 
of the institution. 


Patchogue — PATCHOGUE CITIZENS 
BANK & TRUST CO., reverting to its original 
name of PATCHOGUE BANK, announced the 
election of Charles J. Elias, treasurer and 
trust officer, as a director. 


NORTH CAROLINA 


Charlotte—Herbert Thomason, assistant trust 
officer, was also elected an assistant secretary 
at the AMERICAN TRUST CO. 


Lumberton—W. A. Roach, formerly cashier 
and trust officer, was elected vice president 
at the NATIONAL BANK OF LUMBERTON. 


OHIO 


Cleveland—G. M. Cummings, chief counsel 
and a member of the executive committee of 
the CLEVELAND TRUST CO., retired on pen- 
sion after 33 years of service with the bank. 


Elyria—LORAIN COUNTY SAVINGS & 
TRUST CO. elevated former trust officer and 
vice president Alvin J. Plocher to the position 
of president to succeed Arthur B. Taylor. He 
is succeeded as trust officer by E. J. Fauver. 


Lima—William R. Foulkes has been elected 
executive vice president and trust officer of 
the NATIONAL BANK, having formerly been 
vice president and trust officer; R. B. Hardy, 
assistant trust officer, was elected assistant 
vice president in addition to his present posi- 
tion; G. E. Hamilton elected vice president and 
chairman of the trust investment committee. 


Youngstown—William J. Roberts, announced 
last month as succeeding John B. Rowland as 
president of the MAHONING NATIONAL 
BANK, died on January 27, and is now suc- 
ceeded as president by Lowry A. Stewart, a 
graduate of the first class of the American 
Bankers Association Graduate School of Bank- 





ing. Mr. Stewart was formerly assistant vice 
president. 


OREGON 


Portland—UNITED STATES NATIONAL 
BANK elected C. L. Minahan and Harry W. 
Moss assistant trust officers. 


PENNSYLVANIA 


Franklin—John L. Nesbit, elected chairman 
of the EXCHANGE BANK & TRUST CO., is 
succeeded as president by William E. Barrow. 

Harrisburg—Norman A. Sheesley, trust of- 
ficer, was made vice president and trust officer 


at the DAUPHIN DEPOSIT TRUST CO. 


Philadelphia — NORTH PHILADELPHIA 
TRUST CO. elected John F. McNelis president 
to succeed Lee Sowden. Mr. McNelis was for- 
merly vice president and treasurer. 

Pittsburgh—At FIDELITY TRUST CO., 
Howard W. Fisher was promoted to secretary, 
succeeding Frank T. Power; Karl W. Wiedt, 
elected assistant treasurer; Foster M. Mohney, 
Jr., assistant secretary. 

Pittsburgh—The following changes were 
made in the trust department of UNION 
TRUST CO.: Robert M. Repp, Jr. advanced to 
vice president; Milton C. Smith from invest- 
ment officer to assistant vice president; Clif- 
ford L. Potter made assistant vice president 
with supervision of investment advisory ac- 
counts; and William B. Rawstorne promoted to 
assistant secretary. Charles H. Adams 2nd, 
formerly investment officer in the trust depart- 
ment, became assistant treasurer in the bank- 
ing department, and Robert C. Tait advanced 
to vice president. 


TEXAS 


Austin—Ben M. Brigham was promoted at 
the AMERICAN NATIONAL BANK to cash- 
ier, relieving L. D. Williams of that post. Mr. 
Williams is also vice president and trust offi- 
cer. 

Dallas—A. H. Drebing has been elected as- 
sistant trust officer of the MERCANTILE NA- 
TIONAL BANK. Mr. Drebing has a degree in 
law from Washburn University in Topeka, 
Kansas, was formerly connected with the Cen- 
tral Trust Company in Topeka for 12 years, 
and for the past year has been with the Stewart 
Title Company in Houston. 

Galveston—Neal Butler, vice president and 
trust officer with the FIRST NATIONAL 
BANK, received a promotion to executive vice 
president; Arthur E. A. Catterall from assist- 
ant cashier and trust officer to vice president 
and trust officer. 


UTAH 


Salt Lake City—Paul D. Schettler was 
named assistant. trust officer at WALKER 
BANK & TRUST CO. 


VIRGINIA 


Bristol—Alex E. Anderson, formerly execu- 
tive vice president, DOMINION NATIONAL 
BANK, was elected president, succeeding C. 
S. Carter, now chairman of the board. 


Martinsville—I. M. Groves, Jr., formerly exe- 
cutive vice president, treasurer and trust offi- 
cer, was elected president of the PIEDMONT 
TRUST CO. to succeed J. E. Howard, who be- 
came chairman. Charles C. Broun advanced to 
executive vice president and treasurer; O. F. 
Thomasson, formerly assistant trust officer, 
advanced to assistant secretary. 

Roanoke — MOUNTAIN TRUST BANK 
named R. E. Paine to the newly created posi- 
tion of executive vice president and secretary- 
treasurer; R. B. Adams, trust officer, elected 
second vice president and trust officer. 

Rockymount—C. J. Davis advanced from 
cashier and trust officer, at PEOPLES NA- 
TIONAL BANK, to executive vice president. 

Staunton—Fred S. Baylor resigned as cash- 
ier and trust officer of AUGUSTA NATIONAL 
BANK. Louis B. Stephenson, Jr. succeeds him 
as cashier, while A. W. Carpenter was elected 
trust officer. . 


WEST VIRGINIA 


Martinsburg—Dudley Harley, executive vice 
president and trust officer, resigned after 50 
years of service with the PEOPLES TRUST 
CO. Dr. John L. Daniels was moved up to first 
vice president. 


CANADA 


Toronto—Henry E. Langford was made gen- 
eral manager of the CHARTERED TRUST & 
EXECUTOR COMPANY. 


a -0 


London, England—The main London office 
of GUARANTY TRUST COMPANY OF NEW 
YORK has been renovated at 32 Lombard 
Street, E.C. 3, and reopened for business. 
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“For 
Honorable 
Service 
To Our 
Country” 


Birmingham, Ala.—Major Holden Naff has 
returned to his post as executive vice presi- 
dent of the BANK FOR SAVINGS & TRUSTS, 
after 41 months in service in the European 
theater of action with the First Allied Air- 
borne Army. He has received three battle stars, 
a unit citation and five service ribbons. 


Wilmington, Del.—Lieutenant Commander 
Joseph M. Case and Colonel Norman M. Lack 
returned to their positions with the WILMING- 
TON TRUST CO., as assistant secretaries in 
the trust department. 

Chicago, Ill—Upon discharge from the 
Navy, Lieutenant Commander John McNeil 
resumed his position as assistant secretary in 
the trust department of the NORTHERN 
TRUST CO. 
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Shreveport, La.—Travis A. White, released 
from the Navy with the rank of lieutenan: 
commander, returned to COMMERCIAL NA- 
TIONAL BANK and was promoted from as- 
sistant trust officer to trust officer. 

Kansas City, Mo—Don E. Elstun, recent 
lieutenant in the Navy, is now back at the 
COMMERCE TRUST CO. as assistant trust 
officer, 

New York, N. Y.—Two recently discharged 
lieutenant colonels have resumed duties with 
the BANKERS TRUST CO.: Robert C. Gun- 
nell, formerly trust officer, who was elected 
assistant vice president, and Garland H. Hayes, 
elected assistant vice president in the corporate 
trust department. 

New York, N. Y.—E. Bates McKee, formerly 
assistant secretary of CITY BANK FARMERS 
TRUST CO., recently returned from four years 
service as lieutenant commander in the Navy, 
and was elected an assistant vice president. 

New York, N. Y.—Walter E. Thygeson, re- 
turned from service in the Navy, has been ap- 
pointed an assistant trust officer at PUBLIC 
NATIONAL BANK & TRUST CO. 


0. 


In Memoriam 


W. I. BARTH, vice president of First Wis- 
consin Trust Co. 

R. PAUL SMITH, assistant trust officer of 
Gary (Ind.) National Bank. 

CARL SNYDER, former chief statistician of 
the Federal Reserve Bank of New York, an 
internationally known economist and author, 
and former president of the American Statisti- 
cal Association. 

JAMES TYRELL, assistant trust officer of 
the First National Bank of Nevada. 

LEO J. VAN LAHR, president of the Prov- 
ident Savings Bank & Trust Co., Cincinnati. 





0 
Parsons Sets Up Firm 


Dudley L. Parsons, for many years public 
relations manager of The New York Trust 
Company, editor for its “The Index” for 14 
years, and more recently vice president and 
general manager of William E. Rudge’s Sons, 
printers, has opened a public relations office 
under his own name at 52 Vanderbilt Avenue, 
New York 17, N. Y. Mr. Parsons will conduct 
a general public relations service, and will 
also specialize in the creation, production, and 
distribution of books with a public relations 
value. He was responsible for the notable book 
on the Statue of Liberty, published by New 
York Trust Co. several years ago. His former 
organization produced books for a number of 
banks while he was in charge of the manage- 
ment. Mr. Parsons was president of the New 
York Financial Advertisers Association in 1941 
and is now a director. 

















TAX NOTES 


PETER GUY EVANS 





Estate Tax 


Release of trust powers not in contem- 
plation of death. In 1925, decedent cre- 
ated two $50,000 spendthrift trusts for his 
two children, reserving the power, with the 
consent of the trustee and life beneficiary, 
to amend but not to revoke the agreements. 
In 1934, he enlarged the trusts by adding 
securities thereto and paid gift taxes on 
these transfers. Under the interpretation of 
the law in 1925 and up to 1937, the reserva- 
tion of a power to amend did not make the 
trusts subject to estate tax. In 1937, after 
the Supreme Court had ruled otherwise, the 
decedent released the power. HELD: The 
release was not made in contemplation of 
death, but for the specific purpose of com- 
pleting the decedent’s original plans. The 
fact that he released the powers in order to 
avoid the estate tax was not sufficient to tax 
the trusts under the rule applicable to trans- 
fers in contemplation of death. The desire 
to make adequate provision for his children 
and grandchildren was the dominant motive 
and, being associated with life rather than 
with death, the transfer was not subject to 
the estate tax. Allen v. Est. of Spalding, 
Sup. Ct., No. 289, Jan. 28. 


Remote possibility of reverter. The dece- 
dent created an irrevocable trust, reserving 
the income for life. Upon his death the trus- 
tee was to divide the trust assets into four 
separate trusts for the benefit of his two 
sisters, a niece and a nephew. However, if 
none of the beneficiaries survived the grant- 
or, the trust corpus on his death was to be 
divided among his next of kin then surviv- 
ing. HELD: The trust corpus was not tax- 
able as a part of decedent’s estate because 
of reservation of income since trust was 
created prior to March 3, 1931. The remote 
possibility that the grantor might survive 
his own next of kin was not sufficient to sub- 
ject the property to estate tax. Comm. v. 
KNst. of Hall, C.C.A.-2, Jan. 17. 
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Income Tax 


Transferee liable for deceased hus- 
band’s income tax. Decedent, a Pennsyl- 
vania resident, upon becoming hopelessly 
insolvent designated his wife as first bene- 
ficiary in several insurance policies on his 
life, in substitution of his executors, admin- 
istrators, etc. At his death, he was still in- 
solvent. Proceedings were pending against 
him involving federal income tax deficien- 
cies for several prior years. The latter were 
upheld subsequent to his death. After the 
insured died, the insurance company made 
out settlement certificates, amounting to 
more than $200,000, under which the widow 
was entitled to receive substantial monthly 
payments. The Commissioner held the wid- 
ow liable as transferee for the deficiencies 
in her husband’s income tax. The change of 
beneficiary, the Commissioner contended, 
was fraudulent and void as to creditors un- 
der the Pennsylvania law. The widow 
argued that the local law exempts insurance 
proceeds from the liability sought to be im- 
posed. HELD: The widow was liable as 
transferee-beneficiary of policies for her 
husband’s unpaid income taxes. The Penn- 
sylvania law is not clear, but apart from its 
apparent position against the taxpayer, this 
is a federal tax question which must be de- 
cided on general law and not subject to the 
limitations in the law of any state. Pearl- 
man v. Comm., C.C.A.-3, Jan. 30. 


Basis of contingent beneficiary in in- 
herited property. Taxpayer was a contin- 
gent beneficiary of a trust created under the 
will of his grandfather who died in 1918. 
The trust was to continue until the young- 
est of five grandchildren attained age 25, at 
which time each was to receive his or her 
respective interest. In 1928, taxpayer re- 
ceived his share of the estate property. In 
1941, he sold it and claimed a loss based on 
the date of distribution value. Commissioner 
determined that the proper basis was the 
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value at the date of the grandfather’s death 
less adjustments, resulting in a gain to tax- 
payer. HELD: Although taxpayer was only 
a contingent beneficiary of the trust, he ac- 
quired his interest in the property by be- 
quest, devise or inheritance; Sec. 113(a) (5) 
of I.R.C. provides that in such cases, the 
basis of property so received is the fair 
market value at the date of the decedent’s 
death. Davenport v. Comm., 6 T. C. No. 9, 
Jan. 11. 


Attorney’s fee deductible by beneficiary. 
Taxpayer was income beneficiary of grand- 
father’s testamentary trust. She main- 
tained that she was entitled to one-sixth of 
the trust income, while the other beneficiar- 
ies claimed she was entitled to only one- 
eighth. Through a will construction pro- 
ceeding, taxpayer established her right to 
one-sixth of the income. In 1940, she paid 
her attorney a $50,000 fee. HELD: At- 
torney’s fee of $50,000 is deductible under 
Sec. 23(a) of LR.C. This expenditure was 
incurred for the purpose of collecting in- 
come. In all probability, without the pro- 
ceeding and the expenditure of the fee, tax- 
payer would have been able to collect only 
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one-eighth of the trust income in questio)). 
Tyler v. Comm., 6 T. C. No. 18—Jan. 29. 


Grantor not taxable on trust income. 
Taxpayer set up an irrevocable trust fir 
the benefit of his minor children, with j)- 
come payable to them in equal shares, «; 
accumulated in the trustees’ discretion, {., 
the children’s benefit until they attained 
their majorities. The trust was to run for 
the lives of two named minor children and 
the survivor of them. Taxpayer and his wi‘e 
were the trustees. Provision was made for 
distribution of the property upon the dexth 
of the survivor of the named beneficiaries. 
The trust assets consisted of preferred stock 
of a corporation which the taxpayer had or- 
ganized and of which he was also a director. 
The trustees had apparent broad powers, in- 
cluding the power to control, retain or dis- 
pose of the trust assets. The grantor had 
the right to direct investment and reinvest- 
ment of the trust funds. The trustees were 
also empowered to participate in any capital 
readjustment of any corporation whose se- 
curities should be held by the trust, subject 
to the right of direction specifically reserved 
by the grantor. The Tax Court had held that 
the trust was a family trust and that be- 
cause of the powers, the grantor was tax- 
able on the income under Sec. 22(a) of 
I.R.C. HELD: The grantor was not taxable 
under the Clifford case doctrine for the fol- 
lowing reasons: trust is not for a definite 
term since it is to run for two lives; there 
is no reversion; the possibility that the 
grantor will inherit any of the property is 
highly remote; the powers reserved by the 
grantor were exercisable by him in a fiduci- 
ary capacity, subject to court scrutiny; the 
grantor did not retain any economic bene- 
fits in the property transferred, etc. The 
Court stated that the Clifford rule is applic- 
able only where powers reserved by the 
grantor-trustee are such that the trust de- 
vice is used merely for the purpose of tem- 
porarily allocating the income. (But cf. ef- 
fect of T. D. 5488 discussed in February 
issue.) Cushman v. Comm., C.C.A.-2, Jan. 
14. 


In 1934, taxpayer reduced to writing the 
provisions of an oral irrevocable trust set 
up in 1932 for the benefit of her son. The 
taxpayer was also the trustee with full pow- 
er to manage and control the trust and also 
had the right to accumulate or distribute 
the trust income for the use and benefit of 
her son until he reached 30, as she might, (n 
her sole discretion, deem proper. Upon term- 
ination of the trust at age 30, all the acci- 
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miliated income as well as the corpus of the 
trist was to go to the son absolutely. 
HELD: Trust income was not taxable to 
grantor under Sec. 22(a) of I.R.C. and the 
Ci ford doctrine. As trustee she had broad 
m:nagerial powers, but since she could not 
derive any economic benefit from such pow- 
ey~. it could not be said that she enjoyed 
such attributes of ownership as would ren- 
der her taxable on the trust income. Myer 
v. Comm., 6 T. C. No. 11—Jan. 17. 


Gift Tax 


Marital rights settlement transfer not 
taxable. In 1941, in contemplation of a di- 
vorce proceeding, taxpayer transferred cer- 
tain securities in trust for his wife for life 
with remainder to his four children. He also 
transferred certain other property directly 
to his wife. The transfers to the wife were 
made in settlement of his obligation to sup- 
port her. Subsequently, this settlement was 
incorporated in the divorce decree. In his 
gift tax return, taxpayer included the value 
of the remainder interest which he gave to 
his four children, but did not include the 
transfers to the wife. HELD: Transfers 
to the wife were not subject to gift tax as 
they were made without donative intent, in 
an arm’s length transaction, settling her 
right to maintenance and support from the 
taxpayer. Mitchell v. Comm., 6 T. C. No. 21 
—Jan. 31. 


Exclusion allowed where trust fund be- 
came immediately available. In 1938, tax- 
payer set up an irrevocable trust of $252,000, 
providing for payment of the income for the 
benefit of her son during minority and 
thereafter directly to him. On the gift tax 
return there was claimed the statutory ex- 
clusion of $5,000 as allowed under the then 
law. The Commissioner contended that since 
the gift was one of a future interest in 
property, no exclusion was _ allowable. 
HELD: Since the trustee had no right to 
withhold the income of the trust but was 
directed to pay it over during the benefi- 
ciary’s minority for his use, the exclusion 
was allowable. The income, the present value 
of which exceeded $5,000, became available 
to the beneficiary immediately upon creation 
of the trust. Comm. v. Sharp, C.C.A.-9, 
Jun. 16. 


New Ruling 


Mim. 5985: Rules that P. S. 55 reported 
iti last month’s column is to-have prospective 
operation only. In other words, the require- 
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ment that contributions to an employees 
trust must be made pursuant to a plan in 
effect and to a valid existing trust recog- 
nized as such under local law will be deemed 
to have been complied with for taxable years 
ending on or before February 28, 1946 in 
the case of a taxpayer on the accrual basis 
if all the requisites have been met on or be- 
fore the last day of the year of accrual, ex- 
cept the furnishing of the trust corpus 
which must be supplied within sixty days 
after the close of such taxable year. 
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Decisions 


These digests of current decisions affecting fiduciaries were reported by the 
following attorneys, for their respective jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 
DELAWARE: Robert C. Barab—Attorney-at-Law, Wilmington 

IOWA: Eugene D. Perry—Stipp, Perry, Bannister & Starzinger, Des Moines 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

MARYLAND: J. Crossan Cooper, Jr.—Venable, Baetjer & Howard, Baltimore 

NEW JERSEY: Samuel J. Foosaner, Counsellor-at-law, Newark 

NEW YORK: Joseph Trachtman—Trachtman & Hughes, New York City 
WISCONSIN: Ralph M. Hoyt—Shea & Hoyt, Milwaukee 

WASHINGTON: Charles T. Donworth—Donworth, Paul, Donworth & Smith, Seattle 


The complete roster of contributing legal editors appears in January and July. 





Charitable Trusts — Rejection After Ac- 
ceptance — Modification of Terms 


Wisconsin—Supreme Court 
Estate of Robinson, 21 N.W. (2d) 391. 


The will of the testatrix, who died in 1926, 
placed her property in trust with three trustees, 
who were directed to accumulate the income 
until the trust fund was large enough to earn 
$6,000 per year, and then to pay over the 
income annually to the Regents of the Uni- 
versity of Wisconsin, as trustees, to maintain 
a history professorship in the University. It 
was further provided that if the University of 
Wisconsin did not accept the gift it should be 
offered to the University of Chicago, and if 
neither accepted within five years the trust 
property should pass to the heirs of the testa- 
trix. The Regents of the University of Wiscon- 
sin accepted the gift in 1930 but rescinded 
their acceptance in 1937. By 1944 the value of 
the trust property was only about $25,000, and 
the annual expenses of the three trustees ex- 
ceeded the income of the trust; hence the heirs 
of the testatrix petitioned the county court 
to terminate the trust on the ground of im- 
possibility of performance. The trustees ap- 
pealed from judgment granting the petition. 


HELD: (1) The Regents of the University, 
having once accepted the gift, were without 
power to withdraw their acceptance, particu- 
larly since the trustees relied upon it in ad- 
ministering the trust for several years and 
were thereby prevented from tendering the 
gift to the University of Chicago within the 
time limit specified in the will. 


(2) The provision of the will for two sets 
of trustees, to act successively with respect to 
the same income, was not improper or impos- 
sible, but it resulted in an unnecessarily ex- 
pensive arrangement. The evidence shows that 


if the Regents of the University were the sole 
trustees they could handle the fund along with 
other investments of the university at a cost 
not exceeding $30 per year, which would per- 
mit the trust fund to grow eventually to a 
size where the testatrix’s directions as to a 
professorship could be carried out. Therefore 
the performance of the trust will become 
feasible if the provision of the will as to 
management is varied so as to make the 
Regents the sole trustees instead of having 
two sets of trustees. Such variation of the 
terms of the will is within the authority con- 
ferred on the court by sec. 231.11(7)(d) Wis- 
consin Statutes, to the effect that where the 
fulfillment of a trust for public purposes be- 
comes impracticable, the court must ascertain 
the general purpose of the donor and carry it 
into effect in the nearest practicable manner 
to the expressed special purpose. An appoint- 
ment of the Regents as sole trustees should 
therefore be tendered to them, and if they ac- 
cept such appointment the petition of the 
heirs should be dismissed; otherwise the judg- 
ment terminating the trust should be rein- 
stated. 


0 


Claims Effect of General Release Giv: 
to Executor or Administrator 


Massachusetts—Supreme Judicial Court 
Tupper v. Hancock, 1946 A. S. 31; Jan. 7 
1946. 


A and B were creditors of the estate of 
which had been represented insolvent, a: 
their claims had been allowed. As a result 
some transaction A and B both signed gene) 
releases under seal releasing the administrat 
“both individually and as the administrator 
the estate of X” from all demands of any soit. 





After a dividend of 40% had been declared 

for the creditors, some other assets unexpected- 

ly turned up, making the estate solvent, with 

a little over. The question was whether the 

releases barred A and B from any further 

participation in the estate. 

HELD: A and B were barred. The releases 
were general and comprehensive, and there 
was no suggestion of fraud. The fact that the 
parties did not contemplate the possibility of 
other assets did not change the legal effect of 
the releases. Also the mere fact that the re- 
leases did not run to “the estate of X” did not 
affect their validity. A release running to the 
administrator as such was a release in his 
representative capacity. 

O—-—-—_—-- 

Distribution Claim of Alien Property 
Custodian — Effect of Vesting Order 
Covering Right, Title, and Interest of 

German Nationals 


Maryland 


Ciotte, Trustee under Will of Sophie Sey- 
ferth v. Detroit, et al., Baltimore Daily Rec- 
ord, January 22, 1946. 


Testatrix died November 1, 1942, leaving a 
will under which she bequeathed to a number 
of German Nationals various sums of money. 
The will further provided that if “my Trustees 
shall by the laws of the State of Maryland or 
of the United States be prevented from mak- 
ing payment of legacies to the (German) leg- 
atees then I do hereby direct my said 
Trustees at the end of 26 months after my 
death to convert my entire estate into cash 
and to divide the proceeds thereof among the 
following persons and institutions.” 

The will further provided that it was the 
desire of the testatrix that the German lega- 
tees “receive the legacies bequeathed to them,” 
and directed her Trustees to make every legal 
effort to make distribution and payment to the 
aforesaid legatees. Sometime after the expir- 
ation of the 26 months, the Alien Property 
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Custodian, by a vesting order, found that “all 
right, title, interest, and claim of any kind or 
character whatever of (the German legatees) 
in and to the estate of Sophie Seyferth is 
property payable or deliverable to or claimed 
by Nationals of a designated enemy country, 
Germany ***” and thereupon vested in him- 
self this property. 

HELD: The effect of the vesting order was 
to vest in the Alien Property Custodian only 
the right, title, and interest of the German 
legatees at the time it was filed, and since un- 
der the terms of the will these legatees had 
no right, title, and interest at this time, the 
property was distributable to the persons and 
institutions named in the alternative provisions 
of the will. 

The Court recognized the right of the Alien 
Property Custodian, if he so desired, to vest 
all the property in question in himself, and 
held that in view of the fact that the vesting 
order purported to cover only the right, title, 
and interest of the German aliens and not the 
specific res itself, then the State Court could 
determine what was the right, title, and inter- 
est of the German legatees at the time of the 
vesting order. Under the Will, the testatrix 
clearly showed the intention that if the proper- 
ty could not be delivered to the German 
legatees, within the 26 months period, it 
should be distributed to the alternative lega- 
tees. Payment into a blocked account for the 
benefit of the German legatees would not 
gratify the intention of the testatrix. 
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Distribution —— Direction to Bank to Pay 
Deposit on Death 


Wisconsin—Supreme Court 
Tucker v. Simrow, 21 N.W. (2d) 252. 


Decedent, who had checking and savings ac- 
counts in a bank, delivered to the bank a writ: 
ten direction to pay half of the accounts to 
her husband and the other half to her two 





Complete facilities for handling your 


Banking and Fiduciary Business 


promptly and effectively. 


tke FIFTH THIRD [JNION TRUST <- 


CINCINNATI, OHIO 


Member Federal Reserve System —- Member Federal Deposit Insurance Corporation 





542 


children in case of her death. After her death 
her administrator claimed the accounts on the 
ground that the direction to the bank was testa- 
mentary and not contractual. 

HELD: Since the direction given to the 
bank created no present interest in the named 
beneficiaries, and did not divest the decedent of 
her control of the fund, it cannot be sustained 
as a contract for the benefit of third persons 
but was purely testamentary; hence the bank 
accounts are part of the decedent’s estate pass- 
ing to the administrator. 


_ 0 





Distribution Review of Exercise of Dis- 
cretion by Trustee in Making Advances 
Consideration of Other Resources 


New York—Surrogate’s Court, Kings Co. 
Matter of Margaret Barton, N. Y. L. J., 
Jan. 2, 1946. 


The trustee of the testamentary trust cre- 
ated for the benefit of the testator’s minor 
grandchildren received authority “to use so 
much of the income . . . and/or principal as 
in his judgment may seem necessary for the 
care, clothing and education” of the grand- 
children. Objection was raised by the infants’ 
general guardian on the accounting to the 
propriety of the trustee’s refusal to apply the 
trust income as provided above without regard 
to the ability of the infants’ father to care, 
clothe and educate them. 

HELD: The action of the trustee was proper. 
It is the duty of the trustee to exercise his 
discretion in accordance with the testator’s 
intent and if that intent is carried out reason- 
ably and in good faith, the court may not sub- 
stitute its judgment for that of the trustee. 
The language of the will and the circum- 
stances surrounding the testator indicated that 
the trustee in exercising the power conferred 
upon him was to “consider the resources of 
the infants’ father as to his ability to care, 
clothe and educate them.” There is no indica- 
tion that the trustee acted arbitrarily or in 
bad faith. 

re) 


Distribution — Savings Bonds Vest in Co- 
Owner on Owner's Death 


Iowa—Supreme Court 
In re McMurray’s Estate, 20 N.W. (2d) 49. 


A purchased $10,000 U. S. Savings Bonds, 
Series E, dated January 1944, payable to A 
and to B, his wife. In 1944, A deceased. The 
question was whether these bonds at A’s death 
became the property of B. 

HELD: The regulations of the Secretary of 
the Treasury imposing restrictions on transfers 
of War Savings bonds, and fixing rights of 
holders and beneficiaries thereunder, were in 
effect federal law. Title to the bonds vested 
in B immediately on A’s death. 


_ Guardianship 
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Improper Investmen 
Accountings by Successive Gu 
ians 


Washington—Supreme Court 
Grady v. Dashiell, 124 Wash. Dee. 249: 163 
P. (2d) 922. 


Plaintiff was adjudged insane and was c¢on- 
fined in an asylum for ten years. He was «hen 
released as having regained his sanity. After 
his release the plaintiff instituted this action 
against the second of three successive guar- 
dians, Lorenzo Dow, and the surety on his 
bond to recover $629.75 paid to plaintiff’s adult 
son for his maintenance and support pursuant 
to ex parte orders of court, and $35.25 for 
delinquent lodge dues. 

Dow died before plaintiff was released from 
the asylum without having filed any account 
of his guardianship. No administrator or other 
legal representative of Dow’s estate was ever 
appointed. The third guardian reported to the 
court upon his appointment that he had ac- 
cepted $105.30 from Dow’s Estate in full set- 
tlement of all claims by the guardianship 
against Dow and his surety. Thereupon the 
court entered an order adjudging that Dow’s 
Estate and his surety be released from all 
liability to the guardianship. The trial court 
entered judgment for the plaintiff in the full 
amount prayed for. and the surety on Dow’s 
bond appealed. 


HELD: Affirmed. (1) The fact that Dow had 
obtained one of the ex parte orders authoriz- 
ing payments to plaintiff’s adult son and had 
noted his aproval on another such order, when 
considered in the light of the other circum- 
stantial evidence, sufficiently proved that Dow 
had actually made the payments out of plain- 
tiff’s funds in compliance with all the court 
orders involved. 

(2) The existence of a trust relationship 
having been established, the burden was upon 
Dow and his surety to make or prove a satis- 
factory accounting. 

(3) Since the plaintiff was not represented 
at the ex parte hearings when three of the 
aforesaid court orders were entered, such 
orders were not binding upon him. 

(4) With respect to the two orders presented 
by Dow, they were only prima facie correct and 
were subject to modification or setting aside if 
justice requires such action. 

(5) While it is a general rule that no action 
can be maintained on a guardian’s bond until 
the amount due the ward is ascertained by 
settlement of the guardian’s account, the facts 
of the present case bring it within an excep- 
tion to that rule because the amount claiied 
is susceptible of ascertainment without an 
accounting and, secondly, because an account- 
ing by Dow’s estate would be impossible. 

(6) The purported settlement between the 
third guardian and Dow’s Estate (which was 
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approved by court order) did not bind the 
plaintiff because the nature of the claim sought 
to be compromised, together with the reasons 
for compromising the claim, was not set forth 
in the petition to the court as required by 
Section 1576 of Remington’s Revised Statutes. 





o- 


Jurisdiction —- Right of Alien Property Cus- 
tocian to Maintain Action for Possession 
of “state Funds 


U.S. Supreme Court 
Markham v. Allen, Jan. 7, 1946. 


This is an action for declaratory relief 
brought in federal district court by Alien 
Property Custodian to obtain an order requir- 
ing executor to pay entire net estate to plain- 
tiff on the allowance of executor’s final ac- 
count, the ground for relief being that the 
devisees and legatees were alien enemies, resi- 
dents of Germany. The Circuit Court held that 
the State probate court, being in possession 
of the property and being in process of de- 
termining rights of heirs, had exclusive juris- 
diction and the custodian should present his 
claims to the probate court. 

HELD: Reversed. A district court of the 
United States has jurisdiction to determine the 
custodian’s asserted right to the interest of 
the German legatees. In granting a judgment 
which, leaving undisturbed the orderly ad- 
ministration of the estate in State court, de- 
clared the custodian entitled to receive, after 
administration, the net estate to be distributed, 
the district court neither exercised probate 
jurisdiction nor interfered with property in the 
possession or custody of a State court. 

A Staff Digest 
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Powers — Limitations -— Court Supervision 
of Sale of Estate Asset — Propriety of 
Bid by Co-Executor 


New York—Surrogate’s Court, N. Y. Co. 
Estate of Arthur W. Little, N. Y. L. J., Jan. 
11, 1946. 


The chief asset of testator’s estate consisted 
of shares of stock in a corporation in which 
two of the three executors who qualified were 
employed in responsible management positions. 
All three executors agreed that the interests 
of the estate as a whole required the sale of 
the shares, but they applied to the court for 
instructions as to the manner of liquidating 
the shares inasmuch as one of the executors 
wished to bid thereon in competition with at 
least three outside interests. 

HELD: In view of the conflict between the 
personal interests of one of “deceased’s nomin- 
ated fiduciaries” and his fiduciary obligations, 
the court will intervene and supervise the 
securing of sealed bids and maintain that 


supervision until the sale has actually been 
consummated and the full purchase price re- 
ceived. Deceased’s selection of his executors, 
coupled with the knowledge that his principal 
asset was under the management of one of 
his nominees, showed his recognition of the 
possibility that his fiduciary might acquire his 
property. Under these circumstances, it was 
not improper for the fiduciary to make a bid 
for the property. The decision to sell was made 
by the executors who alone had the power to 
make it. The business decision of the executors 
to accept the best bid (not, as it developed, 
that of the interested executor) as best for 
the estate should be respected by the court, 
which was satisfied from its own analysis that 
such decision was the correct one. 
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Limitations Terminability of 
Rights of Contingent Remainder- 


Powers 
Trust 
men 

California—Supreme Court 

Moxley v. Title Insurance and Trust Co., 

at A.C. 476. 

Plaintiff’s mother created a_ testamentary 
trust for plaintiff, providing for accumulation 
of income, with discretionary power in the 
trustees to expend it for plaintiff’s benefit. The 
trust estate was to be delivered to plaintiff on 
attaining thirty-five, or if she deceased before 
attaining that age, the trust with accumula- 
tions was to go to her children if any, or if 
she died without issue before reaching thirty- 
five, then in accordance with her will, with 
remainders over in the event of her failure to 
exercise power of appointment. After the death 
of her father, a co-trustee, plaintiff brought 


As our trust business grows it is 
our pleasure to work with an in- 
creasing number of attorneys in 
Estate and Trust Administration, 
for we always refer men and 
women to their own attorneys for 
all legal work in preparing wills 
and trust agreements and expect 
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in the settlement of Estates. 
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this suit to terminate the trust on the ground 
of changed circumstances and that the pur- 
poses of the trust had been accomplished. 
Plaintiff further alleged that her father had 
created a trust in a much larger amount than 
the one in controversy, giving her a power of 
appointment over it and that she had _ ir- 
revocably appointed as beneficiaries any child 
or children who might be born to plaintiff 
who might be living when she reached thirty- 
five. This apparently was for the purpose of 
asserting the claim that plaintiff had taken 
steps to protect her issue against any loss 
that might result from termination of the trust. 
Plaintiff was married but had no issue at the 
time this suit was brought. 


HELD: Judgment of dismissal on sustaining 
demurrer affirmed. The complaint did not state 
a cause of action because trust was active and 
testatrix’s intent was that it should continue 
in effect until plaintiff attained thirty-five, 
which intent would be violated by judicial 
termination of trust at earlier date. 


NOTE: The above is the only point actually 
decided. It would seem that the case could 
have been disposed of on a very simple ground, 
namely, that unborn contingent remaindermen 
were not and could not be represented in the 
action (unless the trustee has power to repre- 
sent them). See Fletcher v. Los Angeles Trust 
& Savings Bank, 182 Cal. 177, 187 P. 425; 
Gray v. Union Trust Co., 171 Cal. 637, 154 P. 
306. As to whether, in the absence of provision 
in the California law for the appointment of a 
guardian ad litem for contingent remainder- 
men not in being, the appointment of such a 
guardian has any effect, query. See dictum in 
Mabry v. Scott, 51 Cal. App. 2d 245, 256, 124 
P. 2d 659, cited in dissenting opinion. 


Revocation Irrevocable Trust Revocable 
by Settlor-Beneficiary 


Delaware—Court of Chancery 


Weymouth v. Delaware Trust Co., 45 A. 


(2d) 427. 


Suit by settlor to terminate a trust naming 
himself as sole beneficiary and _ providing: 
“This trust shall be irrevocable.” The trust 
also contained spendthrift provisions, and Dela- 
validating spendthrift 


ware has a_ statute 


trusts. 


HELD: The trust is revocable notwithstand- 
ing these provisions where settlor and sole 
beneficiary are the same person. 
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Taxation — Estate & Inheritance — Life 
Estate in Trust Taxed as Such anc No; 
as Annuity 


Massachusetts—Supreme Judicial Court 
Bolster v. Commissioner, 1946 A. S. 113: 
Jan. 16, 1946. 


The will created a trust for the benetit of 
the testator’s son for life and after his ‘death 
for his children for their lives, etc. After the 
death of the son the Commissioner computed 
the tax on the life estates of his two children 
by treating them as annuities payable quar- 
terly and adding .375 to the annuity figure as 
provided in the case of annuities payable quar. 
terly. There was no provision in the trust as 
to when the income tax was payable. 


HELD: Error. The statute provided differ. 
ent ways of computing the tax on life estates 
and annuities. This was a life estate and must 
be taxed as such. There was no justification 
for adding the figure .375 to the computation. 


O 


Wills — Construction — Will and Codicil 
Construed Together 


New Jersey—Court of Chancery 
Gerber v. Gulick, 45 Atl. (2d) 129. 


Testatrix executed a will, under the terms 
of which she disposed of certain tracts of land 
comprised of “her homestead farm,” to her 
two daughters “during their natural lives.” 
The estate in remainder was devised to her 
son, to be held in trust for her two grandsons. 
Subsequent to the execution of the will, the 
testatrix made a codicil, revoking the devise 
of the life estates to her two daughters. In 
doing so, she used certain inapt language, in- 
cluding the phraseology, “I do hereby remove 
the entailment from said farm,” and, in cov- 
nection with the real estate, employed the 
word “bequeath.” Construction was sought to 
determine the effect of the codicil ana the 
rights of the respective parties. 


HELD: The codicil served to revoke the 
devise of the life estate to the two daughters. 
At the inception of the codicil, the testatrix 
stated, “I do hereby ratify and confirm my 
said will . . . in all respects, save so far as 
any part thereof shall be revoked or altered 
by this present codicil,” etc. While the testa- 
trix did not employ the most accurate lan- 
guage, there can be no doubt about the fact 
that she intended to have the two instruments 
construed together. The word “bequeath” ob- 
viously applies to the real estate concerned 
and possesses the significance of the word 
“devise.” The two documents do not display 
such disunity and unconformity as to permit 
a mere implied revocation of the entire wil! to 
overcome the expressed intention of the testa- 
trix to the contrary.” 
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Serving the 
INVESTMENT 


INEEDS 
of 


INSTITUTIONS 


Our Institutional Department 
offers special service to banks, in- 
surance companies and other insti- 
tutions by assisting them in the so- 
lution of the many phases of their 
investment problems. Our broad 
experience enables us to provide 
institutions with current basic facts 
concerning security market activi- 
ties—a service of particular value 
during these days of changing 
conditions. 


In addition, through the facilities 
of our 89 strategically located of- 
fices—connected by direct wires— 
we are able to assemble facts con- 
cerning markets and securities 
promptly and efficiently. 


This type of service offers a mod- 
ern and logical approach to today’s 
institutional investment problems. 
We will be more than happy to sit 
down with you personally and dis- 
cuss the many phases of your in- 
vestment requirements in a confi- 
dential manner. 


MEerrIiLL LYNCH, 
PIERCE, FENNER & BEANE 


Underwriters and Distributors of 
Investment Securities 
Brokers in Securities and Commodities 
70 PINE STREET 
NEW YORK 5, N. Y. 
Offices in 88 Cities 
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Editor's Easy Chair 


In which we present pertinent 
observations and information in 
letters received from our readers. 


TRUSTEE’S DUTY 


The author of the article “A Trustee’s Duty 
in a World of Changing Values” (Feb. issue) 
has been asked the question whether a trustee 
has an obligation to preserve the purchasing 
power of the trust funds which he manages. 
He has given excellent reasons for his attitude 
that the trustee has neither legally nor moral- 
ly an obligation to attempt this. 


The author of the article is probably justified 
in his position as long as only the danger of 
temporary inflation exists which is likely to be 
followed again by a deflationary period. How- 
ever, trusts which are established today, or 
which were established recently, may remain 
in existence for anywhere between 20 and 100 
years. This is, in our fast moving world, a 
terribly long time. After experiencing in the 
last five years many things which were entire- 
ly unprecedented in human history, we should 
expect many more unprecedented things to hap- 
pen during the next generations. 


For these reasons it seems urgently advisable 
that the trust deed should give to the trustees 
unlimited authority to use the trust funds, in 
case of unprecedented developments, for un- 
precedented investments. It seems certain that 
the time will come when investments which 
were considered conservative during the last 
100 years may lead to an irreparable destruc- 
tion of trust funds, and only such investments 
which are considered “speculative” in normal 
periods will be able to preserve at least a part 
of the trust funds. 


For instance, if we assume the possibility 
that weapons powered by atomic energy may 
be unleashed on American cities, we can uni(ler- 
stand why already today far-sightéd esate 
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assets all over the globe. Investments outside 
the United States were definitely “speculative” 
in normal times yet they may prove to be one 
of the few methods by which some families 
will be able to salvage a part of their estate. 
That such investments outside the United 
States offer interesting tax economies is only 
incidental. The main point is that, although 
there may be today no obligation of a trustee 
to preserve purchasing power, he should have 
the authority to use unorthodox and unpre- 
cedented methods if he himself will realize, in 
unprecedented conditions, that such unorthodox 
methods become a moral obligation. 


K. KAUFMANN-GRINSTEAD, A.A.1A. 
New York City. 


OPPORTUNITY FOR LEADERSHIP 


I find myself in complete agreement with 
everything which Mr. Carr stresses in his arti- 
cle “Community Financial Leadership,” in your 
March issue. I hope that bankers will not 
longer neglect this opportunity to assume 
community and financial leadership, for in the 
meantime the forces of misrepresentation and 
opposing philosophies are extremely active 
and our job becomes increasingly difficult. 
The great majority of the American public is 
dissatisfied with the current leadership and is 
desperately seeking new, capable and trust- 
worthy leaders. The labor movement is alert 
enough to recognize this groping and to capital- 
ize on it. Can we do any less? 


ALLEN CRAWFORD, 
Vice President, 
Bankers Trust Company 
Detroit, Mich. 


ON PROFIT SHARING 
(Editorial, Feb. issue, page 135) 


The idea of profit sharing reserves is stimu- 
lating and worth further study. I think your 
article is a constructive contribution to present 
day thinking on labor dividends. 


ERIC JOHNSTON, 
President, 
Motion Picture Assn. 
Washington, D.C. 


While I believe this subject (Profit Sharing) 
deserves investigation and study, I do not be- 
lieve that it is the answer. Union management 
does not want it because they cannot control 
profit sharing and, therefore, any bounty is 
not a result of their effort and does not add 
to their power or prestige. Having obtained 
profit sharing, the logical next step is a par- 
ticipation in management, and joint manage- 
ment does not seem to be the solution in the 
present statu of our economy. 
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in Illinois 


Our long years of 
, experience in all types 
of fiduciary activity in 
this area, plus an un- 
usual background in all 
» real estate matters qualify us 
to give you and your customers 


full cooperation on both corporate 


and personal trust matters in Illinois. 
We were first to qualify under the 
General Trust Company Act of the 
State of Illinois and have been con- 
tinuously active in trust administra- 
tion since 1887. 

No matter where the personalty in 
an estate be situated...if there be 
real estate in Illinois, you will find it 
a matter of good judgment to suggest 
Chicago Title and Trust Company as 
ancillary administrator. 


CHICAGO 
TITLE ano TRUST 
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I still believe that the best results along 
these lines will be obtained by educating labor, 
management and the public at large as to how 
each is affected by a sound, balanced economy, 
regulated by supply and demand and with the 
Government acting as an impartial umpire. As 
we all know, this is a slow and laborious job, 
but I do not see any quick method by which 
the goal can be reached. 

J. W. LEWIS, 
Treasurer, 
General Electric Co. 
Schenectady, N.Y. 


I do not believe profit-sharing or other forms 
of incentive payments can operate for very 
long on a mutually satisfactory basis unless 
there is sound relationship between manage- 
ment and its employees whether they be organ- 
ized or unorganized. - 

CLINTON S. GOLDEN, 
Asst. to the President, 
United Steelworkers of America 
Pittsburgh, Pa. 


PUBLICITY OF GROSS PROFITS 


I have just completed a careful reading of 
Mr. Carr’s article “Community Financial 
Leadership,” in the March issue of Trusts and 
Estates, and consider it a most practical and 
worthwhile contribution to the development of 
effective public relations by banks. The term, 


TRUSTS and ESTATES—April 15946 


“Profit and Loss System,” I prefer over my 
expression, “Free Enterprise System.” The 
section concerning misinformation in report: 
profits is given careful treatment and reflec 
the thinking of many business men and ban 
ers who often find a vast amount of publicity 
given to gross profits without any reference 
to taxes. 

It is policy with the Old National to be an 
active working force both in the community 
and in its relationship with individual cus- 
tomers, and I find many new ideas and encour- 
agement in Mr. Carr’s article. 

W. H. BISCHOFF, 
Assistant Cashier 
Evansville, Ind. Old National Bank 


PRE-FLORIDA READING 


Your letter came just as I was packing and 
getting ready to go to Florida but I did take 
the March issue of Trusts and Estates, sat 
down and read it, and want to congratulate 
you on a swell presentation of what’s being 
done re “Bank Tours” and an urge for others 
to follow suit. I think such material in your 
publication which reaches the trust officers 
certainly should bring good results. 

PRESTON E. REED, 
Executive Vice President, 
Financial Advertisers Assn. 
Chicago. 
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